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Chapter 1.

The problem of the "Trust” ic an ancient one

" "And Jogeph gathered ¢orn as the sand of the.gea, very much
until ?e left numbering; for it was w;thaut numhcr. {Genesis
41 49 '

Thus on Pharoah's behalf, Joseph, though only thirty

years of age, shrewdly cornered the grain crop of ancient
Baypt so as.ta gain vast profite by sgales in every country
during the soven thin and 11l years of famine which waxed sore
"over all the face of the garth" and whose advent he had forseen
and prophesied. Josephe "Prust”™ however wae a good one, to ecuploy
modern terminology, because help was given to those in need,des?ite
the existence of the monopoly.

- There ig aleo the gtory sbout Thale: and the olive presses
as related by Arictotle;

"Phere ig the anecdote of Thalee the Mile»idﬂ and hig {inancial Ca
advice, which involves a principle of univercal application,

but ig attributed to him on account o his reputation for wiedom,

He wae roproasched for hie poverty, which was supposed to show

that philosophy was of no use, According to the story, he knew
by hig ekill in the stars while it was yet winter that there would
be a great harvest of olives in the couming year:; o, having a 1little
capital, he gave ecarnect money for the use of all tbe plive presces
in Chion and Hiletu& which he hired at a low price becauge no one
bid againet him. When the harvest time came, and nany wanted them
all at once and of a gudden, he let them out at any rate which he
pleaged, and made a quantity of money. Thus he showed the world
that philosophers can eagily be riceh if they like, but that their
ambition ig of another sort. He is supposed to have given @
gtriking proof of hic wicdom, but hies device for getting money ie

of universal application, and ig nothinz but the ereation of a
monopoly.”

1. Aristotles Politice, p. 48,
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The early comnon law of Xngland frowned upon all

-vislatione of the frecdom of trada. Under the Tudors the crown

~made it a habit to grant patente of monopoly in certain trades

or articlee for the benefit of favoured courtiers. Euriﬂg
the reign of Blizabeth the oppreecion resulting from thie
practise wag eo giricvous that Partliament bhitterly protested,
with the result that in 16011many of them were wipedvagt, The
court set forth that monopolies resulted in three evils, - the
increace of prices, deterriorstion in the guality of zoosds and
the reduction of laBourcrs to idlenecs and begg&rf.g Under
James 1, srante of monopolies continued leadin> to the passage
of the Anti-lonopoly Act of 1624. Finally, in 1689, Parliament
aboliched the rizht 9f the Crown to grant a Henopdiy by royal
patent.

Durins the pionecr days of the American Republic
the problem of zigantic corporation: involving the poscibility

of nmonopolistic control wae not a serious one. PFollowiny the

Civil War, bowever, the picture changed. Twenty~five years after

the ¢lose of that conilict, Amevica had become one of the chief

nanufacturing nationg of the world, Individuals and partnersi ipe

were supplanted by corporations. Thesge corporations increased

rapidly in size and importance, particularly during the decade

‘beginning with 1880. In 1882 Jobn D. Rockenfeller's Standard 0il

Truet was created.

1. Vormser = Prankenstein Incerpocated - P, 182.
2, Ibid, P. 182,

I
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This and esimiler American truste of -that era were really trusts,
in the sence that the various csrpsraﬁions’ shares of stock were
handed over to trustees, the shareholders feueivimg certificates of'
interest in rebturn for the gecuritiee g0 held by the trustees.
The highest court of Ohio, in the Standard 041l cage, and the
highect court of New York in the Sugar Refineries cace, decided
respectively in 1892 and 1890, aeélared that gueh arrangenents
were illegﬁl énd againet public policy, and night be challenged
ac cuch by the state in a proceedinz to ouet the eorporation of
ite franchiscs.l

| At the close of the ninetecnth century three gquarters

of the inductrial enterprisez of the country wae dominated by

2 .

the eﬁrparaﬁé form of arg&nizatism% and the continual tendency among
theee earporétisns wae toward gigantic combinations. It ie only
necessary to add that this increasing doncentration hag developed
in such manner that it ie ascerted that to-day that one half of

the wealth of the United Stateg is in the hands of lesge than ené
and & hali percent of the people.z Among the lmmenge corporations
at or just before the turn of the century were the 0il, steel,
copper and eguzar tructe, The nmost noted of these being of ceourse
J. 2. Morgan'e U, S, Steel corporation. The popular press
attacked these. The controlling directors wore pﬁrtraye& as gtout,
fuil-hlao&e& ogres, clad in checked suite with dollar eigne
glistenimg upon thelr loud apparel.

1. Yormser = PFrankenctein Incorporated ~ P. 185,

2 - Ibiﬁ,c ._?b 184,
5., Ibid. P. 184,
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Diamonds glictened from their broad expanse of enow white shirte.
High hate were held iﬁitbeir hande. And the pﬁor; downtrodden
public was reprecented ag a week, doeile little fellow, £eeking
to avoid the all conquering foot of the monopolistic giants,

The term "Trunst” came to mean a corporation poscessing
- a monopoligtic or ﬂearly'monOPnlisiie control of the market in a
certain connodity., Where the laws frowned upon holdin~ coopanies,
resort waec had to the device of cansslié&ted.cérpsratisms, When
these in turn wero prosecuted, looese esecret arrangements, often
probably formulated at luncheong or dinners, provided a ready
means of c¢orporate control, Among the evile which characterized
thece combinations were rebates on their shipments, thoreby
putting gsm@etiﬁarg at @ grave disadvantape, unfair and unethical
trade methods, bold intimidation of coupetitorsz and corruption
of politiciane and judges. The philasophy of the corporate
entrepreneur of the late nineties was terse and ruthless, vizg .
the individual, private or corporate, was'@verything; gociety
and ite denands and ri-hte were nothing, The ”laiSQezwfaire“
theory wag in fall ewing., Ruthlese individualicm wae the order
of the day.

Gver gince the beginning of the Joint otock Companies
there has been a movement towarde the aggregation of Capital.
The U. S. 1¢ the claccic land of truste, However since the end
of the 19th century great trade agcociations and combinatiome
came into being in tlie United Kinrdom. During the war, indusgtries,

in order to eliminate waste, were forced to join hands and ¢o0Perate.
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But war, or no war, the growth of tradé aggociations and combines

has continued without interruptione, for this is a natural and

inevitable outcome of the competitive syctem. Trade competition

tends to reduce profite to & minimum. It leads to recklesgs, and

unregula%eﬁ,_an& unprofitable praéuc%ion, and involves enoruous

expenditure on wmethode to gecure trade. Vast conesli&atiaﬁa

have taken place in the iron and stéel tradet, Before the .

recent combine in the c¢henical induetry, with ite c¢ombined

capital of over £60,000,000 the production of chemicalg in

England wae glmoet wholly in the hends of twﬁ great congolidatione,

In soap, tobacco, wall=paper, calt, cement, texztiles, copper, coal,

glasge, fertilizers,'shoeﬁ, ¢ocoa, wmargarine, thread, matehée, whisky,

8il, lincleum, insurance, banking, railwaye, building material,

newgpapere, in faet in practically all industry the trade ie

controlled in respeét ofloutput and prices by acsogiantions

combinations and truete, : .
Great progrese hasg algo becen made in recent yearg in

the amalganationg of concerng in the diestributive trades, The

leading London etores are ewallowing up emaller firmsAin Londoun,

and are extendin: their operations into the provinces, The

multiple shope, supplying groceries, boots, clothims, tobacco,

drugze, and other epeclalized trades, now monopolize the bect

ghopping streets in all England's towns. The sane toendency hasg

actively operated in {inance.

1. Conteuperary Review July '28 - Phillip Snowden, "Amalgamations
in Pinsnce and Industry.” P. 4.



The o0ld private banks have disappeared, the comzercial banking
businese of the country ie now controlled by six great Joint
stock banke,
1
To guote Phillip Snowden~-

"We are not concerned with the gquestion whether campe%ition ie
gesential ae an incentive for capitalism and workmen to put
Torward thei; best ef.owte, w%cther competition in induetry
be good or bad ie b@ugmiﬂ* lec: of a practlual igsue because
it is being rapidly and irrevceably el;ﬂ;n&ted.bj the form .
which indugtrial operatione are ascuning. That there are
certain advantagee in competition nobody will deny but it ie
clearly the viewe of thosze-who are trustifying industry that
the conpetitive gyetenm involves disadvantages which sutuelgh
the bleu i;.!;g a

The progrese of invention and science uuLes the uge

of expongive machinery neces:sary Ior econow ¢al production,

The coet of such machinery and the eupenze of replacing it when

worn out or when ilmproved machineg or »rocecces c¢odue into the

market, rcquire the coployment of a larger uw- it of copital than
wag forumerly the case. The acqulsition of the neceecary auvount

of capital to take advantage of the wmocot econsumical forme of

production and distribution ic in noe? trades co larze as to be
beyond the reeources o a eingle individual, It wae tile fact
that gove rige to the Joint stock system. The wan with the
command of emall capital suliere from other gerioug disadvantages.

He is unable t2 buy raw material on the most advantazeoug torme,
and he cannot af ord fto pay for the gervices of the moet capable

nanagerial help.

1. Conteuporary Revliew July '28. P. 5. | -
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He is compelled to reduce his overhead charges to the lowest
point, with very olten a consequent lose of efficiency, He
cannot afford to compete with rivels conmmanding greater resources
for adverticing the marketing of goods.

The comamunity has suflered from the nultip 1Lclty of
buginesg concerns and competitors engoged in producinzy and
gelling identical articles throuszh the aggrexate of necencary
working expensaeg, Ior ingtance, very oiten we find in fhe came
gtreet half o dozen boot shoyé each of wiich may be working
on a gmall margin of net profit. But to maintain half a dozen -
chope when one mi bt weet the necde of the district involves
the maintainance of half a dozen cestablichmente with the expense
of rente, rates, csaleosnen, clerks, and innumerable other costa
shich nuet be added to the price of the boots, belore a net
profit can be wade, The ecaume sct of faete apply to rival concerne
enzaged in the manufucture of any comuodity. It does not follow,
thefrefore, becauce the net profite of an individual businesgs nay
be comparatively reasonable that the public are not paying far
wore than would be necessary if the innumerable ezpensgee involved
in ¢ompnetition werc clininated.

The object of a trust iz to concent ate production o
that the greatest sfficioncy can be secured and all posegible
wasgte elivinated. The economic advanta eg which are secured by a
goundly financed and well nanaged trust are many. 4 gound truct
hag the command of a large amount of capital, which enables 1t to

take advantage of everything which can contribute to cconony in



buying raw materiales, in the use of machinery, and in the
organization of gellins and distribution, Phe wealthy trust
can afford to epend great sumg upon research and experiments.
It can afiord %o buy the cervices of the best scientific and
bueiness brains in the market. |
The forme of organization erc many

1, '

&) ,
) Asgociations of wmen who are interected in the zawme line of
ﬁuéiness, without altering the conditions of coupetition, 1. e.,
national, ctate, or local aceociatione for the protection of
spacial interests, 4 gosd example wae "The Brewers Natiomal
,Cunvention"l(befare prohibition) which occacionally collected
money to influence the elections, or to pacify the legislatures,
~=ggpecially when unfavourable taxation or temperance laws were
lmsinent.

b) 4
Aggociations in which besides the above mentioned features

there are regulations concerning trade cuszionmg, listings, and
quotationg, or scaleg of prices, The centralization of cattle
and meat dealing in Chicago, momentous enough to Justify an
investigetion ag early as 1889620 is of outatanding imgsrtanee,
Thouzh this early investigatinn&did not reveal a formal union
of the larye Chlcago packers, it was demonetrated that heavy.
pressure of the railroads and owners ip of the Chicage stock

1. ZErnst Von Halle - "Trusts.” P. 20.
2, Ibid. P. £2.
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yards on the onc hand, "friendly agrecments" on the other, had
resulted in an effective control of the whole market. -Arwmour,
Swift, Morrie Nelson, and Haumond rule. the cattle and neat.
market of the country. They conducte: their bucineeses
individually, but jointly they fixed the prices for the purchase
of catile and caleg of meat in the marketes of Chicago, Kancas
C¢ity, snd Omaha, They annihilated independent butchers by
cheaper gales thrsugﬁ their own agents, They determined the
daily market price of the cattle, If the geller refused to
take the first bid he was generally forced to accept a lower
one; the purchasing agents were instructed never to overbid
cach other, The principale thenselves were in c¢onstant
gommunication with each other, and devided the eveninz beilore
what ghould be the tendency ol the marrowe market.

¢)
Asgociatione whore the parties hold resular wmeeting to fix

prices, and to decide ugon the output, or appoint common agente
to market the product. Prevalent anong the coal dealere and the
railroad business. All there arvangenents approach very near
to the secané clace, and are Eyeaieé of the larpe cenug "Pool,"
11,
Agreenente gtrengthenecd by a more formal and material tie,

a)
Sometimee the resolutions concerning sutput, quantities o be

marketed, and prices, are put into writinz, WPo thies clase belong

the contract between the petroleum refiners, "The Standard 01l

o

1. Brnet Von Halle - "Trusts,” P. £4
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Co. of N, Y.", acting as their representative, and the 01l Producers
dgsociation”, for a temporary restriction af‘fhe il production,
Other instances are the numer sue agreements amony the wholegalers?
aggociations concerning the minimunm price& of gales to retailers.

b) :
Sometimee the ties are made c¢loger gtill by the institution of

penalties, or by the payment of a cshare of the ecarninge into a

non fund in order t9 gecure the obgervation of the agrecusnt,
or for axyenai%uree in the common interect, and later redistridbution
in fixed percentages.

)
In some cases, finally, the coalition is upheld by a system

of premiums, ag in the elec¢trical appliance induetry. The one

arty pledges iteelf *s buy only f£rom the other, s %9 gell
_ ’ : 1
excelusively to himy in conpensation it receives special rebates.

111.
Combinations which gtrive for and attain identity of
all intereste,

a)
Laseog where the individusl u.dertaiiingsg are reslly or

noninally preserveds the "Trusts" proper,

1. Either the trust is establiched by a4 transier of a
najority of etock of the differcnt coupanies tuo the trustees, in
whon dhereby the control iy vested, und who igtue trust cectificates
in exchange

1. Taldler = P, 273, Concentration In ¥Mmerican Industry
The National Light Castings Ascociation grante rebates on the
prices of zoode suppslic {9 buildere wmerchante, provided the
latter deal exclus 1ve1" with newmbers of the ascocliation and
keep etrictly to price liet,
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2+ or the total amount of all the stocke is tfan ferred to
the trustees who igsue the trust certificates whilet the foruwer
ownere kecp wortgages to the oxtent of the valuation of their
fuctorieg and perhaps receive an additional bond

3. or the property is unconditionally transferred to the
trusteesg, in return for the delivery of trust certificates.

b)
Cages (practically differing little from the above trusts)
where the advantages themgelves are consolidated; either

1, Temporarily, by leage or rent, which is quite comuon
with railroade, and alsgo happens in all sther branchesg of
busginesg; or :

2, ?ermanently .

{a) By sale: a trunk line buys a branch line: one
concern pur.hases andther, and cloges it or rung it as & branch.

{b) By complete control throush ownership of the stock.

(e) By awalzanation.

(4) By the esctablichment of a new larze c¢oupany which
absorbeg in iteelf 811 thoce already exicting. Some are then
operated entirely by the central administration. To others a
certain independence ic left for Pafticulsr branches or digtricts,
Still others are run ag branch offices; others apgain,~-as a8l1l the

eatablichaments located in ﬁiffﬁf@ﬁﬁ-&%&h%f contrslled by ownership

0f the whole or a majority of their stsak,muana manage« in one of
the fsrme deccribed sbove, . ,

Monopoliee also come under this beading and are divided

into three main catepgorlies

1. Natural Lionopoliesj~-There are coumodities which only
exist'in quantities locally limited, zuch a& deposgits of nitrate,
asbestog, ete,, 0r are manufactured from materisle eo0 linited.
The ovmnership of certain territories, therefore, for the purnoge
0f their products, can easily confer a controllinz power upon
certain individuale, |

£, ‘uasi-Hatural Honopoliesg;~-~Certain plants wiiclh everybody
can eetabllich, but which, once introduced, can hardly be competed:
with, at least, only with very dissstroue economic conﬁequences,'
because the? require an enormous machinery of éayital, uyiafees,
and manégemant. By the mere frot of their exictence, they becone
nearly ag powerful as natural monopnlieg. %he U, . Ctecl

Corporation i a zood exauple.




12,

3., Legal lonopolies;=-Such as patents and copyrights ete.
There haes never been any question about their right to ezisténee,‘
mae they stimulate the geniue and give a due reward to the
promoters of human progress", Patent righte have been the basisg
of innumerable important combina%iane, originating in patented
procegsog of maenufacturing, or in patented machinery. The Legal
decigiong are, contrary to the tendency in other instances, usually
in favour of the widegt conetruction ol the franchiseg given by a
patent, In the case o7 important patente, we {ind eit&er geveral
branch manufacturerg distributed gll over the country for utilising
the proceccs, or one central eet&blishmemt.l Seametimes the owners
grant concesciong to a nuamber of other cetablishuents to uge their

patents in return for fixzed royalties, whilet they pledge theu-

L]

- selvee to a certaln restriction in the number of thelir concesgion~-
aires. In e¢ome cases, fingliy, the undertakers of one group combine
to buy up various patente, and usc them Jjointly, or they esgtablish
andother coupany t9 utilize then,

Capital and busilnege ability work in unison towards the
regulation of all the clemente which contribute to production of
the articlee in questlon., The goal of undertaikings of thle eort is
rightly oxpresced by guch phraces as the cheapening of production,
the reguvlation of outpul, and.the contrsl of prices.

1. Blectric 1izht bulbe,

2, Patent Pools of Vacuum Cleancre and "aching Machines,
Laidler « P. 299.



Chapter 11.

The large uaderﬁ&kings do not originate in idea, moral,
or genersal economic conelderatlione; thelr imme.iate aims are
larger and surer profits, Hardly would a Rockenfeller in hie
first efforts have devined what economic miseione hie action was
destined to fulfil; hardly did o0ld cammodufe Vanderbilt invest
hies firet money, acquired through the Station Island Perry Service,
in railroads, with the intenticn of establishing & model of
centralized railroad sdministration., But none the lese the
existence 0f these great pevsonalities hae been of én extrasrdinary,
and often decigive, importance Lor the general Adevelopment of the
geveral industries,

That guch wen went into the petroleunm trade, or into
iew York Railroad enterprices, had, as tuinze turned out, can&equeneeé
not only beyond their antieipatiog, but alco aiffecting reglone far
outgide their imme.iate sphere., In this country where the acti#ity
of the individual it lesst reetric%ed, the personality of the pro-
Joutor, more perhaps fhan in Turope, ceeme to5 dominate the gituastion.
Men who promote the giant worke of c¢ivilization and who, with c¢reoative
energy, have inpresced the etamp of their individuality upon whole
industries, can be found here wore 9ften than abroud. Thege nen
havg to ehow initiati&e, to realize the wente of the times, and to
take the lcaderchip of the variocus movemente., 4And by grouping the
exicsting meane for these pur.ocef in an gpproprinte manner, they
become exanples to osthere,

It seemeg thut sreat economic revolutione are inevitably
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bound to c¢rush a part of the oppocing forces,. The hietafg of the
atﬁemgﬁe at centralization in the United “tates abounde with
Gﬁi“@dﬁ¢ in which ¥ umberlees individuals have been aeanamically
raiped by powerful advercariec. Qhe nmethode employed were not

af:$y~ the moet honect., 4ccording to Bonham (Railway “ecrecy

uste pp 41~50) the system of cecret agrecnents are nmuch
‘?ér than the trueste, and date ram the very beginning of raile-
}“7 r?ad manazenent., If one merchant did not avail himgelf of it,
‘ amP one leeg serupulousg would, and thue the bueginees of the
»i?;ormer would be andermlned.A And these were nat the only
objeutionable mefhsae of the truste., Varioue wmost cruel devices,

which could be uced with impunity under laissgez-~falre have heen

ighe of the victine are etill

€

revealed by investigutione, The
audible, thouzh it appéass that in the c¢ource of time, with
wider expangion, the 9lder truets and their yréuticee are lecs
violent and wore congervative. Great buecinegg men snd large
undéertakinges are even to-day unable to gecure éiscriﬂina%ions
from the railroad companiec, asnd they claurthter undesg 1rable
¢oupetitore in coid blsod., But thesce are phensmens not peculiar
the trust. They oceur in the eetablichment 97 every large
enteryrise-uaé in the building up ol large dry zo9ods firmg or
grocery houses, tirades where there ie no srgenization; and the
cruelxle~ are matters not go wuch comnected with our imuedliate
problem a: with the general public wmorality. OFf course public
worality ie influenced by the oxam le ol the c¢ombinatione and

their leaders wi o take such a cong.icusus opeition in sublic life.
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1
grected by the stock exchanges, The prospectes of zreat speculative

gaing have proved ver; enticing; though such ac over capitalization
and u seientific managément have resulted in cerious losses,.

The material, aduinictrative, coummercial and technical
basig, on which the promoter egtebliches hie enterprise can soon
be'aecertainea froom the resulte acheived. The probable method of
procedure is ag follows:

The preliminaries generally take nmonthe and yeare; they
are often interrupted and recumed: and it needs more than comwon
ability to reconcile all the diverging interect.. When thie ie
finally done, and the prelininariee agreed upon, a document
(trugt~deecd, articles of association, ete.) i¢ cigned. (To frame
this the most skilfull work of corporation counsel is required.
Thesge lawyers have, of cource, to take into careful considevation
every legal decision béaring on the gituation, in order that the
dﬁeument may be unasegailatle in the courts. Duch work and its
importance to prest interecte-~explain the large carninge of the
great corporation lawyers in the financial centreeg,) The under=-
taking ie practisally establiched, and to comply with the lezal
requiremente, a charter ic usually taelken osut. Meanwhile a
detailed valuatlon of the several propertiec have been carried
through, On thilec basie the capital of the new company ie divided
1. vIn recentl times, years of proeperity have becn wost noted for

mergere. It ig at such times thet promoter: are most actively
at work, and a stock marltet boum belps thew gell securities
for friends with which to carry through and finsnce a nerger, .

Am, Loon. Review, March 1931, "Trustification and ZIconsmic
Theory.” H.W. Watkins,
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among the partice to the agrccment, An election meeting tales
place and the by-lawg are agreed upon. Thereupon thé adninistration
passee to the president and board of directors. One of their firet
gtepe 1ie¢ to agcertain the productive capabilities of the in@iwidﬁal
factoriec. ‘'hat prove: to be the beet methods of pxaductisn are
adopted. Only the best equipped and the moct profitalle works are
run to the full estent of their capacity. Of the less profitatle,
ag wany are raige¢ to the game degree of efficiency asg are needed

to supply the market; the remainder are c¢lose . They have been
admltted only to gvoid couw eotition.

Ae regards the regulation of production there have been
pecasional com,laiﬁts of an objectionable rectriction, which have
met been without foundstion. In the period of lively dem&né,'the
truste have attempted to bring about a zreat ricge in prieeé by
diminiching the supply.l But thesce attempte at corners have al%ays
been of only a ﬁemporary nature. The nore far-secing and succosg=
ful administratore have begun to realize the boomeranz character
of such attempte, and to take the position that the reatest
earninge are always deri?ed fron the productioa of a steadily
iﬁcreaﬁing guéniity.' On the sther hand, théy naturally trj to
prévent a digacstrous inflation of the mariet.

The moct vigorous attacke aroge from the alleged attitude

2

of the combination towardes the regulation of prices. It has becn
objested, thaut the truecte keep wricee im oderatel; hi:h for the
gongumers, and pay iw oderately low polece to the pruducerg oi raw
materiale, |

1. Federal Trade (ommiseion,« "Premiunm Prices of Anthracite.” P, 16.
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But experience hat tauzght, and probably will make it more and more
apparent that in %ﬁe léng run only those truste are eguccessinl
which gucceed in steadily cheapening and iwproving their product.
Yhenever they have raised prices unwisely, competition, allured by
the prospect of great gaing, has aricen at once to guch an extent
ag to endanger the very ezistence of the undertaking. -

Mergers are a natural, indeed an inevitable, result of
recent economic trende. The suscessful mergere are thoge that are -
in harmony with theege trends.

The acceptance by Awmoerican businegs men 9f the fact thot
“the cowbination of low prices and birh wageg 1g not only poseible.
but highly decirable from the ctandyoint both of lsbour and of

businesg, Intellizent bucinees men secl c¢onetantly for waye by

P

which they can £till further reduce the price which the ¢oneuner
mugt pay for wovdi. Much hag been aceoumpliched by ilmproving
production methode, but there ¢till reualn zreat wastes over many

of which the gmall or independent councern hag little or no conteol.
To gecure the ultlimate in cost and price reductiosn, it ig nevessgury
to elininate every wnneceseary item 9f c¢oet betweon the raw material

as nature provideg it and the ulti-ate consumer. Thé proper kind of

&

merger provides a nore eilective means for reducing many eleucnte of
the cogt of production, distributisn and aﬁmigiétratlon.

This reacon for wmerving is in morbid contrast to that
which underlay the mergere of thirty to forty years azo, whoge

promotere and manscere thought they gaw in consolidation a way to -
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monopolize their industries %9 the end thut pricee to {he concuumer
, ' ' 1
mizht be ralsed to an extremely profitable height.

Another potent causge af mérgers ig the acute csupetition
which resulte from go called "over=production.” Theoretically
until every Iinhabitant of the wor 1& has all sf the zoode of all
kindeg th.t he can uce, there can be no cuch thiny a: real over-
prsduction. Yhat we really have ig usder c¢ongu ption, due to the
faet that willione of people can:ot yet afford to buy what the
factories c¢an wroduce, larzely becauce the factories cannot pro-
duee at low enoush cost, |

Owners si inefficient 2ld mills are naturally reluctant
to wipe out their i1-vestment by junking their propertiez. Ag a

“result, they conctitute potential capacity hanvint over the nare

ket ready ts provide overpyoduction at the wmosument pricer ghow

do

gtilfenin~, Hany cuch plants osperate wore or less

i

ceontinuosusly. 1ot ouly d3 the, tend to disormanise thelir own
inductry; they usually pay low wages, which ie etill worcge because

thoet directly ov i dirvectly «F ecte adveruvely tiie procgerity of

everyone,
In some cases the only way an industry can be relieved
. N <
of the threat of " i:h cost, anticuated productive capavity ic by
meang o mevrginy, larve ensuvh and oich ensuszh to buy up such
plante and junk them., Uxpongive ag this procedure is, it ie eome=
& H &

times leste expensive in the lon: run then 9 combat ill=-intormed

and gometimes ill-natured and downrirht malicious conpetition.

1. Pederal Erosecutinn of fleat Trust 1205 -~ Taidler, P, £0&;

The International Copuer Truct, 1896-97, eu&eavoureﬁ t5 C¢orner

the metal and foiled; the Zmericun ”qtg? prust, 1901, aleo

failod to ectablieh & conslete monopoly = *ortnijhtl ¥, Harch 1920,

"the (Cace oy Cartele.”™ H.C. Prench,.
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A large werzer in one industry took that view,‘ It
wiped out ite investment of seVeralgmillian dollare in inefficient
fuctsﬁ@ea-~WLth sreat courage Jurdting neallf hall o7 ite pleante.

:;‘? x Thé American Yriting Eéper Co.,, & merger formed in 1892,
‘fgled,along until 19287 with 26 ,lante, gome of whiclh were none

fficient. The entire production c¢ould be turned out at a proper

‘f cogt by 16 of the more efricient mille operating at cloce -to capacity.

The inefficiént plante operated only st intervalg but their overhead
expéﬁse went on full time and was a gerioue drain on the coupany, €9
seri%us that in 1987 it underwent a conslete reorganization. As

|
p&rﬁ of the_bettormemts put into effect, ten of the wmille were
tqﬁned over to a geparate company and offered for gale., Of the

nfhe thot had go far been gold, two were takon for their water

ﬁwef, five are mai:int eantirely noncompetitive producte and two,
while makiny a product somewhat gilsilar to thot of the Auerican
Writing Paper Co., are €9 located geoxraphiecally ag not to be
oompetltorg. It i likely tha% had the Zmerican Writinz Papcer Co,
Tollowe. this plan wien it was {iret put together thirty ycars azo,
ite hiétary mi~ht uot have been g9 gpotty, But one kInowe more about
the economics 0 wmerging now than one did then.

It ig not o0vly by eliuinating bbsalote plants that nergers
tend to redﬁee he likolihaed‘of gver production,

.
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a Jew low ¢oet producers in au inéuefry comio 1y get go puch business
that it becouwes degirable to evvand their production capacity if they

A b, o~

are to reap the Zull bonefite of thelr prorreseivencsc.

1. Bageet = "Operating Acpe ecte of Indueteial lergers." P. 4.
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But €9 lonz as there are enosugh modern plante: in an
industry, it ie ecvidently poor policy Zor a c¢oncern to build
additional onec. A saner and far guicker way to expand ic to
buy exlieting plante rather than to builé new ones, provided,
of cource, that the plante acqulred are well located and cen bte
gecured at a rcacsonable price. HHany of the recent industrial
mergere have becn for the purpose of securing additionel capacity
ready made,

Much the came 1dea ie at the bottom 9L many wmergers of
chain store systems.l Rather than 29 to the expence and endure
the delay of oieninz brarnd new stores in a decsiradble territory
and incidentally pluniing into competition with an eetabilehed
chain store, it ic better policy, usually, to buy out or merge
with the existing c¢hain.

In the garly gtases of indust:y. when capital was more
or lesc limited, it was the practice or a manufacturer to 1liait
hie activitiee rather closely to5 the traneformution of a raw or
geni-finiehed product into its next form. Thue, there were
concerne whiich gpun raw c¢otton into yarn, othere which wove
the yarn into cloth, and etill others which converted the "gray
g93de"™ into finished fabrice. The same restricted gpecialization
existed in many other fields.

Lately, 1t bha: bteen reslized that the producer of a
eoemil finished product iz bugnd to be:in a difficult position.

His goode pase throuch €90 many Btber hands that they celdom are
identified by the ultimute consumer ae& the product of any particular

mill. Cuch producie are textiles, leather, piz iron and wany others.

1. A, & P, Chain "tore Co. = 16000 Branches = Laidler, P. 363.



It ie the hard lot of producers of semi~finished pro=-
duetes to be in charp csmpetitisn with a hogt of gimilar producers,
Conceguently, selling is largely a matter of price and the profit
ie apt to be low,

It is coming to be realizéd that the sole reason for
buginese is {9 provide the ultina%e consumer with eomething he
can uge, The consumer ie the 8ll important factor. It ig bhis
loyalty to & finished product that crestes tirat woset valuable
agget--good will, The buyer of a shirt, for inctance, has a

certain amoust of zood will toward the retaller wio £9ld him

the ghirt, provided it is a o508 ghirt. If the make ol the guirt

le adverticed by the manufacturer the consumer wmay have zood will
toward him but he hasg 1itile or none for the producer oi the

1 2 2

finigshed fabric from which the ghirt ics made, aund till lesge lor

T

the producer of the original yarn fron woich the ¢loth waeg woven.

Therefore, on the face of it, it 1z apparent that go
long ac g manufacturer produces cemi=finiched materisles for other f,

firms to process, the cards ave stacked sgainst him. The nearer -
he can come to the almighty ultimate consumer, *he more intelll-

gently he can merchandise bhis product and the safer and more
;/f;

gtable hig profits are apt to be., ‘ /

fome of the large mergers of retailers are becouing aware

of the decgirability of unitins with prosducers €9 thut they may be

certain of adequute supplieg of the richt kind of zoode at Feacon=
1 : o
able prices.

1. The American Tobacco Co. took over the asset: of the Pnited
Cigar Storee, shortly after the turn of the century, 8nd
engaged in the retaill sale of tobacco, = Laidler, P, 19z.
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Thigs results in mergors betwsenlprsdueers and retailerg~-a trend

which will undoubtedly become more wmarke! with the development of
‘large chaing of retail stores, Cotton mille, and tanneries, for

exemple, may end up asg surt of an econonmie family couprising not

only many storee, but factoriee making ghoes, slathiﬂg, Furniture
and & npultitude 9f other pradudts ecually diverce,

It is beyond question that any buciness ie better off
when there are a few gtrong and well menaged concerng in the
field than when geveral hundred, many of them swall, poorly
manage< or downricht irresponsible, are engaged in a battle
royal, Coapetitiocn between hiy busginese ie lese likely t5 be
ignorant or malicisue, and while it ieg apt to be ctrony, there
ig a good chance for each, if it‘}s well managed, to zet suificient
of the businesg 1o previde'a fair profit.

Competition alone doeg not nebe“ﬂlt 1te merging. FPro-
qucere have found it necescary to csmbine in arﬁerlts cope with
the concentrated buying pover of merged customers. The tren&f
towarde huge chaing 9f retail cstores has put the cwall factory
in a most disadvantageous poritiosn, ITtrength on one glde can
opften be guccessfully wmet only with strength on the osther,

It is evident thut there are trades in wihich sgmallnessg
ie an ascet, - at pregent perhape even a nececeity. “uch are
those iﬂ which a nish desree of craftenanchip ic recguired, e ;f e

/

shall probably, Tor inctance, never cee billion dollar morwe*Qiéi

uctom tailore, Yet even thiot ctatcuent may well prove inms&rsct -

4
i

1. . Single retallers cuch asg R.H. lacey & Co., ete., who/having
a tremendsus retail businese, naturally have a potedt pur-
chagins power, Chain storcs are algos important in thie
eclase, B.g. The Great A, & P, Tea Co., F.7. Toolworth,
J.C. Penney Co., Xroger grocery, and Rakins (o,
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ag time goee on,., The particsansg of small buslnes: have reiterated
that chain stores could never dieplace the small independent wer-
chant, basing their statements upon the alleged decsirability of
glose pereonal contact between the proprictor and his aéstsm&rs.
Yot the inoresce in the numbrr of éhain etores goee on, T e
-angwer ig doubtlesgs to be found 1n the fact that to the consunming
public "buginess ig businese". It prefers low pricee and
ttandardized good ser?ice and quality to the warm handehske and
pften counterfelt personal interect sf thogse Lrom whomn it buys.
It ie sften gald cautegorically that we are in an era of
bidg business and tuut every buelness muct becowme big if it hopes

to survive. On the other hand, it is c¢ontended occarzlionally that

3

big business is 2o inflexible, elow to move and u wield

o

vy that it
ig bound to succumb to ite more active suwall csmpetitors aé diad
vgigantic prehietoric animsle 1like the giunt dinosaur,

On the whole, it appear: that the bellief in some
guarters that big businese ie a passiny phenomenon which will
fall before the agile attacke 91 emall enterprises is bused either
on the gelf-interect of small propagandistes or, to gome extent in
the human decire to ger glante slain by Davids., The pesrallel be~
twoen huge mergerse and the extinct dinvsaur {ails vhen 1t ie
realized that the dinocsour wae notable not anly for ite great bodily
gize, but {or the extraordinary smallnecs ai ite brain. Our
sucecesgiul bueineés sglante sre directec by la.ze and excdeedingly
sctive brains<-which are not 9aly ¢izilled i the day ty day
nanszement of big busginess, but are Jully aware ol eoononic trends
and realize tho ne«d of keeping their enterprieges in hsrmony with

those trends.
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movement afoot for juct cuch simple mergers of ¢owpeting wille
in the cotton textile industry., It ceenme likel; ¢that to beuamg
most effective tﬁese mergers will in time ooneoslidate with still
stheré along vertical lines.

The National BiscuitACsmp&nylis an excellent example of
the combined hérizantalg vertgééi%\gnd circular merger., It operates
38 biscuit plan%é in the United Sta%és, ag well as 19 plents
making.breaﬁ aﬁd hané cukeg8, It iz thue in a gtrong position in
all brancheg of the ha%ing induetry. -In 1928 it acguired the
shredded Wheat Co. and go became £till more markedly & merger of
the c¢ircular tgﬁe. Cwnerehip of a papser ecarton factory and of
flour mills gives it & control of & iarge part of ite¢ raw material
regquirementes,

It ie notable that of the early mergerg thoge that are
mosetly successfull after £0 yeare or more are those which partake
0f the vertical form--~usually combined with the hsrizantgl. The
U.S8:. Steel Corp. is an outetanding example.

It produces steel in moct, 17 not all i 4te poseible
forme. A large part of ite products, of course, ave £214 to
other manulfacturers for further proceceing, yet come of ite 5ut-
put ig carrie: thvowush from the ore t» the finiszhed product. For
instance, The American Bridge Co., a subeiduary, fahricat@é gteel
ghapeeg into bridges and sky egeraper skeletons., The Americsn Steel
and Vire CG.-tﬁrns into wire and uahie the wire rode produced by/

other eteel cor oration €ubsidiaries.

1. Basget = "Induetrial iergerc." ~ P, 2.
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While the ~“tecl Corp. is not integrated in all reepecte
clear through to the consumer, it has carried the process of inte=-
gration backwsrd ae far back as it cun poceibly zo==-namely to the
ore the ¢oal and the limeetone in the zround.

Here, is a number of real advantages enjoyed by a vertical
merger--and some which, under certain conditions are more apparent
than real,

1. Sellins efiort all alonz the line, exceyt in the 7inal
disoosal of the finieshe product is elitinated. Thic meane that
gelling expense, buyin~- exyense, credit ezvence and a large part
of the clerical expcnce ils eliminate . In some instancee the toll
takzen by these iteme from the final sellinz price can be reduced
ag much se 80 or 90 percent,

2., To be a link in a vertical merger is partiocularly
advantageosue for a producer of a gseml finiehed material especially
when the raw material ie subject to sudden price changes and when
raw material cost 1ic a large part of the total eoset.

Much of the trouble with the c¢otton and leather induetries
ie the result osf thic condition., ¢So large a part of the cost of
tenned lesther and 9. cotton cloth is material coct that minor
fluctuation in the price of cotton or hidee may make the dificerence
between s profit and a loge, Purthermore, when cotton mills and
tanneries become part of s vertical merger the osther u:its of
which perform e€till further manufacturing operatione, the orizinal
raw nmaterial ¢oct become:s emaller--in 2ome caseg an almost neg-
ligible percentaze of the cost. Price fluctuations are then of

lece moment. The large part of the cost becomes latour and sver-
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head==elements 5f coct which are t2 a large extent under the con-
trol of the manufacturer, w o ile muterial c¢ost 1e not.

3¢ Ownere' ip of plants makin- csemi-finished products
enatlee those producte to be wmade more economically. If a plant
turne out a vuariety of producte to meet the specifications and
needs 9f many dif erent customers, 1ts coetec will reflect the loet
time of men and ec¢uirment caused dy 8 chanvin: at frequent intere
vale from one variety or style of product to another. If such a
plan ie part of a vertical merger, 1t 18 no longer governed by the
vagaries of demand but c¢an concentrate production which the next
féctory in line uces.

For & longz time Ford appears to have worked toward cou-
pPlete integration slthouzh he never quite achieved it. Ceveral
yeares ago, it appearcs, he decided that it wae best not to make
everything thut he uced==thst in some reepects he could ds better
by buyinz some parte of his car frou outeide manufacturers.

The 80 called circular merger which gells allied¢ pro=
duete to the susme cuctomere ig zenerall thouzht of as a new
develoyment, yet it, ig really btut a cshort cut, on a lairze gcale,
to an end striven for and olten reached by many individusl manu-
facturers., There are thou:zands of exsam;lee. The General Foode
Corp, itsels the much cited inetance of the new c¢ircular merg:r,
lonz before it took part in a merger manufactured ss the Poetum
Co. many allie: producte such as, Grape Nuts, Poctum Coffee sub-
gtitutes, and Poct Toacties.

The ~leiechmann = Royal Bakin:: Powder merger, according
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1 .
to a recent stateoment to the president »f the new “tandard Breads

Inc,, wag primarily for the ;uréage of more Fully utilizing the
extengive and intencive dictributive eyeicw bulilt up by Fleisch- .
mann, Ite delivery syetem covere 12,000 towneg by direct delivery «nd

5,000’tawns by one duy packuge deliv.ry and cerves 50,000 bakers
and from 275,000 to S00,000 grscefs. The advantaze of usin such
8 highly developed and comprehonsive gystem Lfor diciributing other
grocery produects in addition t3 thoce made by the Fleiechmamm (o,

ie angorent. '

There are two paramount. sceonsules effected by wmerzing;

production and dletributisn economies. It ie¢ true that prouastere
geldom gtrescged the real resvon undéerlying thote e vly esnesli

¥

iong, na ely, monopoly wiich would enable then to raiece prices,

" Rather they catered to public opinion kj referyin: in broad general-
ities t0 the econsmios of layre ceale production., In reality thoush

& merger succeeds in notakly reducing all three eloments of production
goct-~direct labour coet, material cost, and ovoerhead expence., Moet

iret ig a wore

12 :)

mergere ave cble to reduce the latter two. The

[

difficult 1zgue to handle,

%)

A

. In order tn securc

oo

-

Tuation econonies it ic not necesgur

gtoture, Tome highly eificient ones are

c

thet 8 merger be of ~ironti

'1

f“)

by modern gtandorde not at all in the catepory of "bir buginese” .,

They constitute the vact majority of moderately large wmergere that

nearly any small or wedlum gised buglnese ig apt sooners 2r Loter to
P}
£

have an opuortu ity to join,

1. Bageet - Indakirlal Lerrere, = P, i, :
5 Bakery Combines, ennfe Docunment Ko, 212, 69th Congrevs 1Vu7.
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The principal advantager in production that nernere of

any eize have over gwmall or cven falrly sizable independent nanu-

Fd S i
facturere ares=-

1. The cubstitution of ekilled man.remont for unsiilled.

2. Financial strength which mekes poseible heavy investment

in exsencive labour gaviny nachlinery and regeuarch

factory wmethode,

S. Concentration of production o5f one or a few geinilar

in individual plants,.

into

e
o
L
£
w0

4, Comparicon of resulting operations of ceveral plants pro=-

ducinz ginllar producte.

5, Tolecting the bect methods uged in any uw:it as

6., The wmerginy 9f the bect braing btrousht to the me. mer by the

the

7. Reduced material coute from zreater pucschagin-s powver.

8. In the vertical merger, greater stability of production due

to ability t9 plan production in the li-nt 2f a known and

‘e S o
RELUTLG 28N .

o

~

9, The ability to reduce the number of varieties of products

produced,

A nerger of geveral plante maltins siuilar products can

often gecure a degree of sgpecialization, with reculting

o

ec¢onomice, that would b

=

roduction

e impogelble Jor any sne 98 the olantec as an

ctandard

individual, 1In fa.t, it is ¢afe to guy that tiic is one o1 the moat

prolific gources ol economiet for horizontal wmergere.

Thue, a
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1 .
group of furniture factories, each of which made a varied line

of products, congoliduted both to secure greater financisl

gtrength and to eflect various economies,

At the gtart it wac deternine t2 have each plant-

g

"gpecialize on one type of Zurniture., Mase prsductisn, whic

farmerly wag lopogsgible far any of the individual plénts, iz now
the rule in all. One mill makes nothin» but chaire, ansther
nothing but frames for uphslestered furniture., %hat is wore, the
latter make. the fromes from the waste material of other mille?
products., “pecializstion ie poceible not 5:1ly in products but in
operatione,

The workere in one of the plants Were craftemen who did
beautiful cabinet work of merveluu: vorkmanshipy throushout. Put-
ting & line 7ini¢h on their product was aAWQFE of love, BRut they
gimply could not e puched to 45 the rourh ureliminary coﬁstruction
with epeed and by maeg production methods. They insicte on doing
even that part of the work much better then there wae any need,

The other wlant had becen on a masgs production basic. The
emgloyees were not gkilled cabinet mekere., ALl they had been tausht,
and all they were interected in, wag to puch a lot »of work throsush
in the ¢hortest pouegible tine, Thgir fidiehiny wark mas curelegs
and atrocigusly poor. They cacrificed coythin s to zet . ing pro-
duction, Eut_sa Zdar ag the preliminary rourh work was conced ﬂeu,

it was gosd ensuvh Dov the pur oge.

"l. Basgset - Industrial iicrgers - P. 48,
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When thege facte came to 1livht, the manascment con-
centrated all of the can%fruution of the rouzgh furniture in th@A
mage production ehop. The furniture wase then ehipyed to the
other plant whore nothing btut finishiny was done. 4 better pro-

duct wae thue produced by the meczer at lower goct,



Chapter 1V

Pinancial Structure

The method by which a werper bringes about ite centralized

EH

control of previosuc independent concerns has a direct and often

dominatinz influence in determining what the capital struet

be. - For the cake of clesrneseg in ¢ongidering the poesible and

ure may

degirable financial etructure sf any propoced merger it ceems well

to euwphasize the variosus wmeant by which centralized contral

cubridiaries may be attained.

of

1. Simplect of all perhs; ig the sutrisht gurchase of
-4 A i o &
the acseote 9f one wr wore operating companiesr by anoliher operating
coupany.
e It ic sometimes advisable t9 retaln the corparute

identity of a coupany even though all of the caital stock
by another. Commonly this is due to local laws which way v
that & coupany éain“ tucinese in & state be incorposrsted in
gtute or which tax hesvily a "forelgn” corposration,

3s Zufficient control of policier and operaticne
times be gecvured merely by accuisition of & controslling int
the common ctovk of a c¢ompany.

4, If the stoek of a coupany iz widely scattered,
voting control may sometimes be sceured by owning lese than

s

the gtoack., This, however, hag ite perile For, by voting

gether, a number o1 winority ctoc hsiders may swing conterol,

agrecsive competitor may buy up ensush 28 the czttorea zhay

zet control,

it owned
cauire

that

can gone-

erest in

actual
50%
F o

L
oY an
g O
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Jome mergers combine two 9r three or all of these nethods
of controlling subsidiaries., It ic not univereal for a holding

gompany to be at the came time an operating coupuny. A notable
: _ 1
exauple iz The General Motors Corp. A publiched statcmont by the

corporation sayg -
"General ilotors Corporation is primarily an operating concern
Wﬁiﬂg the plante, propertieg and other asgcete oi ite manuiacturing
operatione, which are designated ag = éiviéigns. It i¢ aleos a
holding coupany owning part or all of the capital stock of other
companies connected with ite activities.” |
Thoge whose aggete are owned by General lotore (orp. are;-

1. Buick Motors Divigion

2. Cadillac Hotor Car Hivicion

3. Chevrolet iotor
{tbic divigion hae qevefal parte mdnufauturlng

gubsidiaries, all of whose ctouk 1lg descvribed as
awned by Genersl motore Corp. )

4, Qaklsnd Hotor Diviesion

5. Pisher Body Divicion
{operates body buildins plants i
tiich, and N.Y. and owne timber lands

6. Armestrong “pring Divieidn

7 Brown - Lipe =~ Chapin Division
{(Manufacturegs Differential Gears)

8. Hyatt Bearinrs Divicion
(manufawtureh ﬁoarings)

9. Jaxon {teel Products Divicion
{manuiavtureh Yheels, Hims, Tire carrier, Zim parte
and “teel staupinge)

10. Muncie Products Diviesion
(Manufactures Yrancumiceions, “teerinz
Chassieg parts)

11. Saginaw Crank Thaft Diviegion

1£. Taginav lialleable [ron Diviecion

13. “aginaw teerin: Gear Divicion

n the a?&te of
de in rﬁlcjh;}

pears and

=

Those companies all of whose etochk is¢ owned by General

Motors Corp. are;=

1. Baeeet - "Industrial pergers” - P, 115,
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14.

16,

17,
18.

19,

General notore of Canaia L1d,
(Manufacturee automobiles and trucke in Cansda)
Fisher Body Corp.
{Auto body building plante in (leveland and Cine
ainati Ohio)

sher Body "t. Louis Co,
(ﬁuis bady buildianpg slante in Tt. Louic, Neo.,
Qakland, calif., and Jameeville, Wie.)
?1eetwﬁod Body Corp. :
{Auto body buildingz »lant Zor custom bodies)
Ternstedt ufp. Co.
{Body hardwa re)
The National Plute (lace Co,
Figeher Lumber Corp,
Deles Remy Corp.
(manuiautufeu OTQﬂtln“, 1i-htianr and immition
gyeteme For cors, horne, hydrauliceg chock ab-

gorbere, coincidental locke, small electric meters

and lampe)
Delco -~ Light Co,

(Blectric light plante and residence water syctome

Prigidaivre Corp.

(Blectric Refrigerators, etc.)

Harrison Hasdiator Corp.

(Auntomobile Hadiators

Inland Mfg. Corp.

(steering Vheels end rubber and wmoulded parte)
United lotors fervice Inc,

(Provides authorized natiospnsl gervice {or zuch
General liotore producte ag etarting, licghting
and isonition eysteme; hydraulic ehock absorberey
horne; rim parts and wheels, radiators; ball
bearinge; roller bea&ings; gpeed~metere; alr
clesners, 91l filters, gagoline gtrainers, fuel
pumpe and znuged )

General iofors Fxport Co.

{Dlstribution of care and trucke in overseas
territories not covered by General iHotors over=
seoag operatione)

General Llotore Lita,

{Distributizn of cars and trucke in Great Britain,

and Ireland)

Genecal lListors Internationol, E{”

{Digtribution of cars in Denmarlk, Hom N roland,

Hethonia, leeland, b&ﬁVld, Danziz and L17huania)

General Liotors Nordiska, A/B

(Di'tributlon of care in Sweden and Finland)
General lotors Continental, 7.4.

(Distribution of cars and trueks in Belgium, Hol-

land, and “witzerland)

General sotors, G.m.m. .

(Dis tr1bati\n of cars and trucks in Germany, sfustria,

(zeechoslovakia, Hunpary and Turs.iun 3u&c1a)



20. General Motors, France J.A4.
(Bistyibatiaﬁ of cars in France,
Moroceo, and Pu isan)

21, General otors, Peninsula, T.A.

36,

slgeria, PFrench

(Distribution of care in ZSpain, Dartuzal rpanich
Moroced, Canary lelandsg and aibraltar)

2. General Uotore near Rast .4,

{Distribution of cars in the near eagt)

&%, Genersl ﬁetsr Argentina S.4.
24. General eto‘u, Brazil S.4.
<5, General motcrs, Urunguaya 7, 4.

86, General ilotore, Zouth African Ltd,

2%7. General Notore, Australis Ltd.

28, Geneoral Motorg, Hew Zealand Ltd. -

29, Coeneral fiotors,.Jépan Ltd,
30. N.V. General Hotore Java

. 81, General lotors jceemtance Corp,
32 . Argonaut Neallty Corp.
33. General lotore Building Corp.
4, Hodern lousing Corp,.

+

In gddition General iiotore Corp, owne

capital stock of the fallswing telliny corp.:-
1. ﬁuiu? ¥otor Co.

2. Brown = Lipe - Chapin Co.

3. {adillac liotor Car Co,

4, Chevrolet fales Cote.

5, Hyatt Roller Bearing Co.

6, Jaxon “teel Products (o,

7. Claxon Co.

8. Oaklsnd ¥otor Car (3,

9., 0ldsmobile lotor VYorks

General Hotors Corp. owne 8ll of the
the following conpunieg =~

1. Hew Departure Mfg. Co,
_ (Ball btearinge, coaster brakeg)
£, Vauxhall lstors, Ltd,.
' {(Manufactures and cells Vauxhall
Greet Pritain ond Irelandy
3. Delco=~iony and Hyatt Ltd.
(sales and eervice on Deleo - e

all 5 the

commen ctock of

motor care in

Y oandg ﬂ,"j&tt

producte in Great Britain and irelaﬂd)
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General.motsrs Corp. owne & majérity of the stock
in the Lallemln“sa

1. Yellow Truck sné (oach Mfg., Co.

2. 4. C. Cpar®k Plug Co.

It also owng a half interest in the nthyl Gasoline
Corp. Deveral 37 the subcidiory o punicz of Soneral Hotore
in turn own ali.af the canitel etock 57 thedir cubeidi isries,

The line up of Generael Llotors Cory. 1g given in
gome detail nat becaw:e it is particulerl cosplicated, bul
to indicate how even gome of the large:t and mo.t powerful
Gergers gometimes ind it expe ient t9 oun 1he azsels of certain

gubsidiaries, 811 »f the capital c¢tosii o gome, &1l 37 the con~

L]

mon g£tock of osthers and not even coptrol of £till others. e
E;

van gce that the Gener:l Hotpre Corp. is at once an operating

and a holding company.

4 08 6 0BG LOEDBSISTANGES

Slmplicity of capital structure is zreatly to be
decired Jor nany reasone. Tevhaps the meost potent one ie that
it trndg to establich a better wmarket for the mergesrg gecurities.
"hether an invegtor owne common or preferred egtock or- bonde, he
generally favours those That have as few éecuritiee ahead of them

£ 1
ag poseible,

41

Thug if he leane towards bonde he prefers those which
have no w.derlying oblizations of the subgidiary operating
companiese ahead of them. If he likes t2 have his money in pre-

ferred stocke he viould rather that there were no bondu of any
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kind with prior claime on earninge and assets., 4nd best of all
in the‘miﬁés 0% a considerable number of imveat;rs in recent
yeare 1z the common stock of compunies havin?\ﬁo bonds or prew=
ferred., Thus it iz that such a leader as the U. S. Steel Corp.
decided to retire itc entire bond indebtedness, In recent years,
many nevgere, &g a regult of the predominant desgire of investore
for coumon etocks, have retired bonde belore they watured and have .
called large ausunts of preferred stocke.

Many én& conplex conditione dictute what particular.plah

will be best for any particulayr nmerger. Thege are based largely

3

on experience, The osutstanding pointe which govern the ilﬁaﬁulal

plan are;-

1. The fachioneg in ceuurities at the time the mermger i

o

foraed.
Invectument fachione change Jjuet ag radically, 1if not as

a rule g9 often, ag faghion in women's clotheec. Turing the past

few yearc the inves tin public has favoured cumuon ¢locks, snd at

othere for bonds., Bueinesg men are keen to percieve the public

tacte In securities at any particular time and <hen the nececsity
arisee = tbaﬁ particulsr gecurity which guite the public tacte i

legued.
: £. The type 9% ¢lientele of the invegtument taaﬁef who
handles the financinzg, ieg an imporrtant factor.

The banker who handleg the merger will naturally favour

w

the iesuance 9f the type o1 gecurity wiich hie customers yrefer,
3. The stivuvlations 57 the 21d owrers ol the mersing

companies gometinmee alfect the Tluancicl . len.
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“ometimes, the tellers are willing to tuke common

stocks, esyecially 1f the  huppen to be younr wea and are gsiag

ts be active in the manx“amhnt of the merger. Andrew Carnegie
demandec payment in Tull for his Carnegie “teel Co, in'hands of -
the newly formed Us 7o Tteel Co,

4. Tven where bonds seem at firet to be indicated as
part of the financial set up, other c¢onditiong may make then ime
0oggible or undesgirable.

It ig, of course, evident that for bonds to be worth
the paper they are »rinte on, there wmust be guificient in the
way of readily saleable agects behind them. ﬁany Rithly succezss
ful busine:egeg ¢ not have guch gugete., They may huve a neglizivle
amount in ageets and yet have a zreat carning power. The uost
readily galeatle «<lont ie the vmall wnd csopsritively inexpensive
one in an Induetry where there are wmany potential buyers., Iuch
night be a flour nill, a bu“ef;, Or & Creamery.

B,A Ban‘s ghould be iscued only ~hen the ear:inge are
gure to be large and repular. lany ol the early "tructs” went
on the rocie because they huad Oblij&t@ﬁ themeselves to pay far
too much in bond intercet. ! Bond interest mu .t be pald pronptly
and regularly when due ag the compsny rung the serious rigk of
being thrown into barkruptey; or at hest - receiﬁcrship.

6. If earninge promicge to be somewhat irrezulsr but
lage ensuzh an the average over a periosd of yecars t3 cover pre-

ferred stoch dividengs = it ig

ra

much ¢ounder ts usge proferred stock

rather than bonde,

1, Very prevalent in the Railway

s

Induatry.



Arregular

no proper

only poeegible

gecguritices to be include. in the financisl plan boil

40,

7. If it appears thot net carninge are apt tz be both
and uncertain in asmsunt, bonde and preferred stocke have

vlace in the financial etructure. Comaom ook is the

gecurity if the get up ic to be sound.

The foregoinz conelderstions governing the types of

P8
4
g

egsentially to two principal onesg=-

Gogd

L. Phe current fasghion i.e, what can he -

eafily £41d 19 investore,

& B N ST S P S A T S . ‘ S gy A
2. fThe pecullaritliec 9f the DLusliness ug to aggety and
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Chapter v

The Problem ol Labour

Labour has come ts focl that the provicion: 6L the courte

to interpret union activiticy ag wusnop listic reotrainte 9. trade
conetitutes a major problen thet wust e solved., 4 Jeature of

the American Federation of Labour convention held at Tos Angelés

in October 1987, wac.the demand that Consresgs either amend or repeal
the federal anti-truet laws. Labour's attitude towards suvh logle~
lation ic due not ouly to Zear of action usgelnegt the wsiosne sn the
around that they vislate iie anti-truet laws, but alss, to cconsnle

conciderationg which have indluenced the unisp: position .oncernins

e

the desicalility o

&F

re trust trype o ladudtvrisl orzyeniation.

If the truet's policy, trade union leaders uwnderstood
cleafly, wae one 97 refucing to deal itk the uniony, orgunized
labosur was caairsmtéﬁ with o problew 57 exmtreuwe dlificulty. Thie,
in larze puct, was a cangéquenee of the truste great Tinancicl re=
gourcee which provided it with eomewhat more of an even chence of
gtaving off u ion atteapte to cetavlich vullevtive baspaining.

In oddition to thirs adventage pofgesged by the trust vhiloh -ie
baced on ite greater finoncinl power, ihere were other relinforcin:
adventazes, such a¢ & technoslosy of production whish percitted a
preponderance of unckilled snd gemi skilled workers, the attain-
ment of the uniosn idesl of, "orpani:-ing

the une L 1led" vwould boe

¢ome diiiicult.

bt

Hew Republic = RHov, &, 1947,

Journal ol Political Zconomy =~ lee., 1928.

]

oo
L]
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It ie well knowvn that the w . ione have fealled to make
. ' " 1
much headvay in overcoming the trusts defenset (open shop).
In view of thig, to the uw ion., perbepe it would have been natural

for the Pederation t> have joined early in the hue and cry that
argge in connection with attenpte at "{ruct busting”., But this was
not the cource taken by orzanized labour. And, asg previouely in-

3

dicated, there werec congiderationg~~acide Irom the very real fear

'Y

that the unions themecelves wi~h! be prosceuted as cominatione
in restraint of trade~-which induced iabgur lewders t9o look aghance
at attemute €9 restore a cupsoge 1y beneficient etule 9f c¢oupetition
in thosze induviricr where ot sne time it had obtained; for the unione
too often had found illusory the gaine that were allemed to [low
from ésmpetitian,

The ex@eriencé of come union leaders hag been guch ag to
nake them recard with fovour that stutes of afleire in which the

large eoncern ig dominant. Having taken thie poslition, it ig then

"

not dilfficult to adopl an atfltude of advocating and inetituting

]

pogitive union measures designe: to bring about the ultimate elimie-
nation of all but a few larre c¢oupetitive unlte, 4nd Jinally, ¢inee
the gap betveen thiv citustion snd that of the trust ie not diflicult
to bridge logically, o receptive attitude may be taizen toward the
trugt itcelf.

fuch a receptive attitude,

- e

t will be obeserved, hag zrown
out of the economic problems of the uniosng in osrder to9 zain the
faniliar objective 97 higher wames, ghorter hours, and improved

conditione of work, collective bargaining ie degired. The trust

1. Journal of Political Tconomy = Dec., 1920.
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at least ﬁas theAabiliéy to pd“ tdzh wazeé and to grant improved
conditionsg. - Po induce or tv compel the trust t., enter into bar-
gaining relationeg with organizéd labour is no ciuaple i tter, be-
gause of the obgtaclez the trust can &evise.l But thece ébﬁ%asles
are of 4if erent character from those which develop out of a dls=~
organized market in which the competitors are under cuch egevere -
pregsure to reduce costs that théy are congtantly tempted, and, it

may be, forced to economize at the ezyenée of labour,

Ratl

oo

jonalization

The subjJect of rationalization in industry was a very

potent topic of Ciscuceion at the Yorld Reonomic Confercnce in

Geneva, in 1987, Two general ideca: enmerged from the digscueegions,

One wae the adve ﬂtd”C of extencive evonomic tc? itsries, and the
other way the utili 37 iuternationsl industrial ententes. Lhe

egoamon bond between these two ldews vas the lorerin: 5.0 the coct
of proﬁ&utian‘bv he centrolisation of prosduction and the reuwniom
in a gingle ecomsmic territory of vountries which arve now €¢ };:“t@
by cuctom barriers, behind vwhich natiosnal cuartels had developed.
The exan le of fwmerica wug nol decivive, ag the
of the United “tater var not comparable with that of Jurope. Hurope

s

id not congtitute a compact stete but consict number of

i1

o
w0
-
]

1ittle cou trieg whose economic evolution s not even uniiosrnm,

Buropeans, with come rescon, thove: a certain recistance to the

& v

procees of unificatisn, standerdization and simplilication. They
did not appear to welcome the abandoning of individual etyles of

production or ibe acceptance of the Amcrican sycteam of unlisrnmity.

1. Jean 7, Spiclman e:timated that three of the major azencies =
Pinkerton, Burne and Thiel =~ have listed ae hish sg 155,000
men on their conmbined payrolls, 0porat1ﬂv 100 offices, and
10,000 1local branches, with 76 percent of their agnrailves
under cover in variosus labsur opsenizationg - "The Tabor
Spy" - New R?oublic 12£1.
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There eould be ns idea o5f surrosundin: the whule 9f Zurope with
cugtom burriere in order tos protect it:s industry against external
competition, ae the Americane had done. Finally, Americé had at

ite disposal ensrmous capital, whereac RBurope was in nee: of capital
and wag overwhelmed with debts, a circumstance which compelled

her to produce Tor export since, when a c¢ountry had no z9ld avail-
able, it mucst seltle ite debte in gzoode,

Rationalization could only be slowly aciiieve at the cost
of certain sacrifices and by basing itcelf eolidly on realitiec.

M. Haurol(Internatianal Institute for ccientific iLanage=
ment) s2aid that scientific organization exclude any idea of the
recstoration of preewar conditione, as it was nece:sesary to take
account of technical progrese, which had completely chunged the
agpect of Industriasl problens,

Every induetrisalist thought that his own factory was
working upon rationel lines, otherwitce he o5uld chanze hie methode, ;
Certain emjgloyerc, however, thouzht that the mazimam 9f rationalization
correeponded with a maxziomum profit for themcelves and they neélected
the genersl interest and the interests of the workers. Scientific
organization, however, aes a positive force, involved collaboration
between the enployer and the workere.

If an attempt should be made to coordinate the various
factories in a particular branch o9f industry, it was iamportant
aleo to coordinate all the productive a.tivities of the same country.
Seientific organization applied equally to big undertakinge as to

the emall and me: ium eized undertakinge.

1. world ZEconomic¢ Conference = Vol, 11 = P, 141,
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The A. F. of L., after its disputes with Taylor, had
accepted the new metnod,

The means 95 action which L. liauro thought wizht be
recomnended could be summarizec in the foraula; International
documentation snd proparanda; national appliuati:ﬁ. It was
egcential to abandon the fetieh of secrec¢y in manuiaciuring pro=-
cecses, wiich had only been justifiable at a period when the pro-
cecees were purely eumpirical; scientific prozrees entsile that the
induetrialist had an interecst henceforth in publisihin: ig eccrete
in order ts learn the secrets of othere.

In conclusion, the problem wac not &9 much to traneform
the factories as to transform the mentality oi tlioce concerned,
and in that way to work for an iuaprovement in the standard of life
of all the claesces which were intereste. in production.

Two good pointc were also brousht tos the fore by Baron
Sbibalof Japan. (1) The national utilization of resourceg, such
ag the raw materials which were essential to industry; (2) the
internationalization of etandarde in the mechanical and technical
fields generally.

The firet question wae of the greatect importance. The
new generation must endeavour for utilitarian and even for moral
reasong, to put an end to unnecessary waste of raw materials. The
inequality in the distribution of natural wealth was the cause of
the present dicequilibrium and hae always hitherto been an obetacle.

1s Yorld Economic Conference = Vol. 11 = P, 14:Z,
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It being mnececssary to avoid any step which =i-ht lead to monopoliece
or impair the cupply of rav materiale at the source, such as coal,
mineral 9il, and petrol;Lthe free distribution and fair use of
which muct be acsesured. Moreover, the cuantitiece of thece natural
regources beiny limited, 1t waes advicatle to undertake reeearches
with the object of iuproving methods of exploitation and use of
those and other products, ¢o s to reduce waste to the minimum.

Pacsing to the second posint, he would urge that the
gtandardization of raw wmaterials and manufactured articles would
have the effect of diminiching the coct of manufacture and sale,
The Third International Conference on Standardization which had
been held at Hew York in April 1926, had unaninously adopted the
propogal to cetablich an International “tandardization Association,
with the objJect of preparing an international agrecment on the
wiiformity of standarde.echiefly by wmeane of an exzchange 9f infor=-
nation. This Conference had appsinted a committee composed of the
reprecentatives of seven countriec, and it had gent c¢irculares to
twenty statee in which there were national standardization organi-
gzations, acskinz for their collaboration. Baron Shiba recommended
the ectablichment of an internationsal srzanization competent to
undertake the unification of standards throughout the world.

Ve must remember, that, for the workers, rationalization
must not be confine with certain methods which would turn thenm
into mere mashines or which would involve overwork. An induetxry
e The chief recourcese that come under this head are : C(oal,

water Power, 01il, HNatural Gas, Liineral Ores, Timber, the Joil,
Animal Life - includin: Picsheries, Failure to utilize By-

Products=-="The Tragedy of TWaste", T"tuart Chase.
2, world =conomic Conference - Vol, 11 = P, 143.
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better orzanized and more mobile zenerally react favourably on
wagee and in the lon: run in employment. Thecse efforte with a
view towards organization and mobility can only be approved, howe
ever, 1f they are accompanied by a eystem 9f cowpenegation for
those who lose their employment e¢imilar to that which is adopted
by cartels in dealinz with industrielicte who are injured by the
concentration of production.

It ie aleo necessary to consider the effecte of rational-
ization not only on productisn but on the psyehology and the whole
life of the people. In a large number of factories the workers
are the slavee 5f *heir machines, and 1f 'y rationalization workerse
are obliged to fwrnich a greater sup ly of energy than before, the
number of hours of labour must be reduced, not osaly in the interecte
of the workers--but in the intercste of production itcelf.

In order to render work agreeable to workere, it ics necee-
cary that they cshould participate in the control of production,
of distribution, amnd of the whole economic system. The increace of
purchasing power must te brought about v, an Iinereace of wagecs and s
reduction of prices, if rationslization 1c to be adonted.

Many draft recommendations were accepted, from the dele-
gateg, on the subject of rationalization, and a great deal of efiort
wag given to bettering the position 9 the workers. It wae quite
clear that the consequencee 9f rationaliration would have to be &
reduction in the coste of production, un increase in wages and a
reduction in cellins prices. The followinz proposal by M. de

1
Peyerimhoff of Yrance, wac adopted:

1. World Zconouic Conference of 1927 - Vol. il= P, 1583.



"ind whereas rationalization must be applied with care
in order that the legitimate intercete of the workers

may not be injured, and suitable meagurcs mucst be taken
shich de not iupede the process in caces where it, in the
early setages, may invelve unemployment or wore arduous.
conditione of work:

"And whereas rationalization requiree, in all that con-
corng an prganization of labour in the strict sence of
the term, the co-~operation of employece and the asglgte
ance of profeseional and induetrial srganizationes and of
gelontific and %echnical ezxperte....”

After a great deal of debating on this particular subject

of "rationalisation” The Heonomic Conference finally cubmitted a

"number of recommendatione; the following are & [Tew exzaumplesg: ' i

1. Securing the maxioum efliciency of labour with the
ninioum eflort: avoiding waste of raw wateriale and of energy;
gimplifying the aistributian of commodities and liberatingz it from
dicastrous ¢ompetition, digorganized transyﬁétatian, ruinous over-
head charges, and the wmultiplication 9 cuperiluous middlenen,

2., The increased wargin of proiit obtainable by ration=
alization ouzht not to acerue golely to the producer, but a juct
proportion o5 it should be reserved for the workere and for the
publie, in the form of iwproved conditisne of labour sn the one
hand and a caryesgsnéimg reduct ion of prices on the other hand.

3, That the League of Natione chould osrganize at
Genecva & deeﬁmentation and gtatietical office, which ghould ¢ollect
&ll ugeful information both ag regarde the nature and purnosse of |
international inductrial agrcemente, and a. regarde their con~

cequence from the gtandpoint of conditione o labsur, their effect

on supplies and the movement of prices.



Throughout the entire discussion at the conference every
cou:try looked upon labour ac the moet potent fachor in inagssry.
The eonclucsion of practically each individual epeaker wag that with
a eatiefactory etate of labour~~economic probleme would be very
-uild, Obviously the regulte of the FHeonomic Conference were far
from material, Internstiovnelisn i¢ etill in an embrye stage,
stevef, the results of such Conferences are justifiable in that
they pernit the leading figurehcade of different countries to meetb
and d¢iscuce nutual probleme; ts sgolve mutual difficulties, It ig

difficult 19 determine vhether rationaglization will or will not

get a firm Toothold in industry. The worker is oradually manifecting

hincelf in inﬂﬁstrg and induetrial problemes it is zradually being
cﬁﬂseaeé,tbmt we are not gtill faced with the economice of gcarcity
but on the other hand, the ceonomice of plenty. The economige of
production have Ffar osutdistanced the sconomics of digtribution.
What is neeled 1i& a general diﬁtribufian of purchacing power iﬁ’the
hande of the public and thie can only be accompliched by a smdoothey
procedure of productlon which will give ibe labourer c¢ontinual
work, It ig definitely only within the power oI cuch intermational
conferencec that thie pfsﬁlem or rationalization can be golved.

Rationalizatiemy however, to be carried on successfully

must be offected on an international scale. Herein are we intro-

duced to the problem of international control of industry, i.e.

the workinse o) mational and international cartels.



50,

Chapter V1

Cartels
The term cartel decignates an acgceiation bated upon &
gontractual agrecement between enterprives in the came fieléd of

buginese which, while retaining their legal independcnce, agfegd=-
ciate thenmeelves with o view to exertins & momopolictic in~
fluence on the mafke%,l The only part of thie definition to which
anyoﬁe may take exaepfion it the avsumption that the tendency of
the cartel is mononslictic., Any cuah'exeeytisn, fests however,
on political and not on scientific gr rounds ., Unguegtionably the
treatment of the certel in any eyctem of economic theory must be
connected directly with the treatment of nmonsnpoly. Hany prefer

to deseribe the aciivity of the cartel ag a resgulation oo the
\

a

merket rather than as the esertlon of monopslietic influencc. But
this ie merely a vaoue rendering of the came idea.

, .

A8 a rule & garbel comes into existence only when the
greater numbor of the undertakinrg which were fcrmeyly competing,
5~¥§§§§§¢a23031ated in it, Cartels are c¢ollective monopslies of
entrepreoncurs in their capacity at gellers. ﬁﬂﬂapslié?ic argaﬂi“
sationsg of concumers, cuch ag 3“?an1ﬂa*10na Tor eollecvtive buying,
ghould not be desimute ag¢ cartels, because their efiects are
guite diiferent from thoee of argociationeg of gellers. PFor the
Same reason euployers aveociatione, in vwhich the weubors combine

a¢ againet the ooanizationeg oo euwployees, should be dicstinguished

from cartels,

1. Eaceyclopedia of Cocial “cilences - Vol, 111 - P. 224,
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The cartel must not be cgnfuseé*"lth the ¢orner or the

ving. A corner involves the buying up of a comisdity in ithe mare

ket with a view to forcinz up the price. It ig entirely nono=

polistic in ite operation and may be launched by a single in=

v

dividual. 4 rin& ig the associatiosn of several individuals or

Lo+

the pur.oce 3f arrying sut a cvorner. The dif crence bhetwecn the
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ring and the cartel conciete in the fact
an organization mude up of the wmajority ol thoce engazed in & cer=
tain induetry or trade, but an atesciation of pereosng, frequently
gtanding osuteide of the industry or trade, who through épeculative
buying nay croate an artificial shosta o omd f$hur srolit £oom
¢elling at the resulting higsher prices. £ rinr ilg a speculative
srzanication, nﬁé 2 uwiion 9% independent enterprices,

The cartel is not, hovever, 4 férm of capital orpani-
zation. It ie, to be cure, & Wenifestation of the modern move-
ment towsrd concentration bub not of consolidation of capltal,

In this respect it dlffers from truste. Cartele are not businecs
undertakinze in theacelves even .~hen they are c¢losely organize

far ¢allective sellinz throurh a epecial avency. In thieg form of
orpaniz qiloq, the ciotels present the character of a gales co=
aperat;ve with & mSﬂOyDliStlc purpose, but apart from thie th ar

3

no mora than G?ﬂif&ufﬁ&l asegneiationeg, whicﬁ,ieei not ageume any

external form vhatever. For this reacon the legul character of
the cartel agrocment may very widely. The cartel differs {rom the
ordinary trade asssciatione by the fact that ite nembers ave

obligated to a particular actiosn or wmicreion, with s view to the

common purpoge ol rogulating the eatire industry.
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Cartels may be divided into three basic typee, according
to the wmethod by wiilch they exert their iniluence upon the market.

price fixine, cartels

G
b
peie
[}

o

There are vartels whose direct obj

*

which ain at linitation of production or supply, cartels which

>
¢
»

osperate throuxh diviecion of territory. Those of the first tyve,
which may be called price cactels, fix by agrocment either defi-
nite uwniform prices or minimum prieeé, thus.eliminéting'price
cutting. In cartele of the gecond {yre, witlch may be called pro-
duction cartels, regtriction of osutput 1s Jointly asgrecd upomn inm
order to .lace gupply in a fovouranle relation to deuand. Pro-

duction cartels are srganized egpecially in time 27 businecs ve-

-

i o
oS b

ro depresved by over production., Hhey are

},.h

c¢osezion, when pr

%

1~

often a preliawinary step toward the o ranization of price cartele,
bec&u&e-priee apreements, particularly uzreements Lor incrcage in
prices,lare wsually pseeible only wihen preceded by vestriction of
output. It ie gowetimes agreed that the geveral parties enmav
poging the production cartel ghall ¢lose down thelr plantey for a
definite period or operste it « & fruciiom of ite full capacity.

EN

In recent timeg, followin: the precedent 8i the American trusts,

cartels sometives dismentle the slante of the mewnherc who operate

at the greatect digadvantase snd coupencute the s.onere throuw-h

contributions Irom the remaining mecbere. Someti ey an evtablich=

1. The "Internationgl “tecl “ntente” formed in 1926 including
gteel producers in France, DRelzium, Germany, Iuxemburs,
the Saar Basin, Austria, Hungary, Czechoclovakia, and Jugo~.
glavia, controlled 4L, percent oo total annual worldis :
production of raw steel, It wmade no efiort to fix prices
arbitrarily, but endeavourcd to stabilize theam by rectricting
production - Independent, July 7/88 - International Giante
of Induectry = P, 3.



ment is Ecught by a cartel Tor the purpocte of dicmantling it.

2

The cartels operating throurh division of ferritory aseipn
definite markets ewclucively 5 certsin of their members, This
would make a complete moinopily posgsible i ecvery member could
be aseigned a definite territary. 42 a rule the vartel scgisns.
territory to zroupe of ite members not to individual uembers,
Frequently all ordere are referred ts one £elling
ageney,  called a ;Jﬂﬁlﬁﬁt?, which digiributes thenm awmonz the
nembers of the cartel by percentazes fixed in advance., 0Or the

profite may be poole. and divided amsn: the membership in defi=

wv

nite proportions, The laet two types »f ve tels ace gonetimes

merged. The gellinr . yﬂuiuat@ takee the product of the wmeabers,

gella it end digtributes the profite ag sgreed sn in sdvance., In

general it may be eald that these prodit charing ca tels are a
later development and 4o ot agpesr in all indusivies, aw, I
example, in many of the branckhes 97 the textile indusctry. They

- '3 3

i the iron industry. In

ot

do, howeveyr, play an iaportant role

-

addition tu theze speclilc cartele, there ig ¢till anosther Iorm

57 industrisl orsanizaetion vhich ie closely relute to them,

h"}

but wilich in itoell does not ais at a monspolictic gtatus for
ite membere; astocintions Jor dealinz with terme 37 payment,

discounte, coets of packiny end the like., 2uch itemy, 1f not

determine by a common understanding, mirht eagily make price
agrecnents 1lluso.sy. Asgoclistisne 0. thie nuture heve teen of
great impsrtance, e:pecially in the textile iudueiry, in con-

nection with price and production cartels.
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1
Germany it contidered the classic land of the cartel;

1% ie in Germany that the wovement hac at ained its grestect
development, This may be explained partly by the act that the
German law iz more favourable tg.eartolz than that sf other cour=
tries especially Bngland and America, and partly by the fact that
business in Germany had not grown away from gsvc;nmental cantrsl
and organization to any such extent as in the western countries.
loreover, there has long heen in Germany a gtromny tendency to=
warde nutual organization, Capitalictic develocment wag by no
neang €9 rapid ag in Jwmerica nor had corposrate undertaliinge come
to play go prominent a part in the national economic life. The
majority of Germai enferprises ig gtil1ll in the handg of individual
ovners and the eetablichument of modeet gize the nrevailing type.

, -

There are copme industries in which conditiong are

o

Qni=

,,.s.

favourable to the develoument of cartele. This lg {rue of ugri=
culture, where cartels play a minar riles; the Canadisn Theat Pool
and the Cooperative Pruit Growers of Californis serve ac p00d oxe
anmpleg., In thiz induetry the coonomic unite are tos nunmecour, the
variety of producte tos great, differences in guality of products
too marked, chanree in the guantity and cuality of the harveste

too pronounced, to admlt of a collective contrsl 9 production or

1. The Encyclopaedia of Doclal “clence = Vol, 111 = P, 2.6,

2 The Rhenneilh (oal “ellins fynﬁiu&tﬁ dlegtributes order: re=
geived for German c¢oal and Fizes the gelling grice, but the
¢oal ownor can uake what exntra gra*lﬁ he lilke: by rational-
ization of prsductian, the usge of by=products, ete. On the
other hand, he cannot undercut hic fellow produugra who worlk,

perhapg, in lese favourable conditions. Portnizhtly, "The
Cage for Cartele®™ H.C. Trench, March 1930, P. 358




prices, Indusgtries in which qu&ii ative differences, unicue models
and patterns play a large role, and in which the reputatisn of the .
individual firm iv an important faolor, ag well ag industries which
cater to a demand created in large part by fashion, are not well
adapte. to the éperatians af the c¢srtel. ©On the osther hand, in-

dugtries in which difTerences In quality are unioportant and mass

‘production prevaile such as the plr iron induetry an’ certain sther
branches of the wetal industry, the g¢tone and clay, chenlcsl and
paper iudustries, Tigure vrominantly in the his ﬁs*" 5% succeseful

curtele.,

The protective tafiff played sn extremely important part
in the development of the eartel, throush reotricting foreipgm
competition in certain indusgtries, 3But a protective tarifi ies not
a prerecuisite to the development of cartels. International car-

tels are pocgible independently of the t riff systew,

In general, cartele are not very permanent orzenizatione.

Often they overreach themselvee in raijisins prices and thug zive
an iupetue to new competition., In c¢onsceguence they are undersold
and mgy be freed to diceolve, When cvefprséactism becomesg serioue
and prices foll shar:ly, gome ol the entrecrencurs vive up the
attemnt to continue peoduction at a loge, while athers fora a new

iation decimme . t95 imp ove their condition throush agrecwents

[
fose

assoc
controlling production and »rices.

Ag a regult of thelr eroerience with cartels, buginece

[ir]

men have eome t9 veceoomize wmore and wmore clearl: that it is wmove

w

advantazesus for them to keer prices ag gtable as poceible than to

exploit their wonopolistic position to the limit. The cartels call
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for certain eacrifices in the part of their membere--above all,
restrictions upon their independence of action. The members are
bound by their apreements, which at times involve exicneive in=-
terference in theilr private management; they must submit to wmeasurce
of comntrol which fre-uently effect wmo:t intimate rolations of the
tusinese and in the cace 5f the firmly organized cartel the umea=
bere oiten have {95 tranefer a coneiderable part of their buciness
activity, particularly the bueinecs of sellinsz, t9 the syndicate.

On the whole, the cartels are conservative and operate
to protect their vcaker weabere. A& coupetitisn increace® in ine
teneity; capitali. tic concentration and the eliuingtion of the
gémaller enterprisere would, ae the eoscialictic formula assumese,
proceed more rapidly if the cartels did not ezert their conserva-
tive influence.

Yet it cannot be said that the cartels have checked
economic progréss or that they have ccrved merely to secure for
existing buesinesees ae high profite as poseible. The charce thst
they have bindered technical pro:recs i: nost borne out by ex=-
pcrience. It remains to the interest of every member o1 a caréel
to introduce technical iuprovements and to reduce c¢o:cts., The
cartele have somctimes given an impetus to techmical progrese
through making aveilable to their entire membership--inventioans
that would otherwise have becn monospolized by a sinzle bueiness.
That cartele are not an obstacle to progress toward new andé hicher
types of organization, but mercly reduce the hardships o the

trancsition perisd, is proved by the fact that there has been a
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marked tendency under the influence of the cartel toward the
iésmatiam of more integrate {yoee of organizatione, such ae
combines «nd c¢ongolicatiosne,

The cartels are not dirccted arainet labour. For
dealing with labsur the members of the cartels svail themselves
of the servicee of the employers asgociotions. The aar%al ic
often beneficisl to labour because it helps the employers to
meet dGemande Ffor hivher wareg by ralcing prices and thue shi ting
the cogt to the consumer, Thus it ir conceiveble that where carw~
tele exlst the struzzle between employers and enm lsycee nay dime
inigh in intenzity

The chici mensce to economic zociety frowm the cartelsz
lige in the posgibility of their makin~ full use 9L the monopoly

pogition they seek to estahlich, If their custosmers, clibier In

e

industriecs wioich talte 1 eir sraducle: for Jurther manufactwe, or
in trade, are theﬁselvea sirandzed in carteleg 1t iz poseiblo to
pasg on to the vltioste comzumer the pressure acocumulated sll the

way from the producer of raw meterisl. Cince it i¢ the ultiucte

—M

Eoi Al

.
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[

goncumers who fiad the zreatect culty in argamizing, they
rim the rreatest riel of becoming the vietines of the provesa. The
moet efTective meang for wmeoting thie gituuwtion i the purchasing
acgociotion, which in the Juture will no doubt play an iaposctant
part in conuecctlon with this

orranized by »roducers who ftake the  coducts of vartels Tor fur-
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ther manuifacture, sr by ftThe ultimate concumers unde:

ga=operatives. Uhe ormunization of such acsoviatisneg ghonld be en~



couraged, Purther direct staie intervention in the matlter of

prices, ic also necestury w.der certain condlitions.

*

The activities 3f the cvartel are not, Lovever, an ui=
xed evil from the customers point of view. It ieg to the greate

ect advantagze of all customevrs thut through carstel price regzulas

tion they are placed on an equal Jooting. Lo Jne can secure raw

2

nmateriale or finizhed prsductc vt a lover price thun his come

F

9 far ag the curteles cuucecede in brinsing about a

"

petitore, In
greater ctability in prices the cuctosumer findy it szivpler to make
caleculations and his buginecs position is comsecuently wmore geeure.
Mogt cartele have a natural territory in which, up to
certain price 1imite, they are nrotectes w ainet suteide com=

Py

in trancortation soutec. Outgide of
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territory, where they have {9 wect the von_etition of other

producere, they have Ty gell at lover nrices. In the cage of Y
nation wile curtele the internal market iz oiten zecure agsinct .

ciapetition vwithin u certain price level dcteoruine. by the vate of
protective dutics, OQuteide of the protected national mucket the
lower prices of the world amarket pwevail.,

Phe monopolistic positism ol the cartels offer a zroat
incentive to the e ‘euntim »f productiom. I }abuulg nes enier=
rrigez eprinz up outeid e.si the cartel and widerbid it in an ei-
Tort to caplture mart of 1ts cusism. The cartels eaploy various

means to combat suchk outeide concerne. In part they endeavsury to

put them out ol business by the method 9f cut=-trrsat coumpetition,

-
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fixing extrasrdinarily low pricee wherever the outside coumpetitors
apyearf Oceagionally attempte are wede to bu. out thece competit-

ors & measgure which can, of course, be ap lie only t0 a limited

extent.
The principle weapone enployed by cartcle to walatain
ite momopoly position and t9 cupprets csupetitisn, are the ex-

elusive contract and excluslve trude welutions. There canffaute
and agrecnents are directed asainst the outeide competitor hut

the oblipgations inviolved are binding -uly upon the burinecces
which zunply the cartel with ite naterials or take 1ts pro=

ducte, Agrecments o the same mature may be emyployed 15 tile union
Jabour to the cvertel, The producer 9f raw materlael, the trade
uzion or the purchaver af sartel producte le bound by the sgree=
ments to do bueinece only with the caotel, Theee azreementc are
difi crentiated as e. clucive buying or £elling contracte,

Such sgreements are ecpecially eflcctlive measures for
foreing the outsider ﬁs'jsin the cartel, just ae the refusal of
union labourers €9 wors with non union men i: an effective means
of foreing the latter intos the unisn. 0O ten the mere threcat of
applying the euclusive contract is suf-iclent to induce the osut-
giders to Jjoin the cartel, When the cxclucive azr caent is
actually put into effect it may iu come clircumestances ruin the
compe titor, 1In eplite of the inclinatisn To pase a severe judge-
ment upon such business.ﬁractiues, it mazt be bvorne in mind.that
the outegider who is bein c¢ruched osut &e£E?VQé 1ittle eyapathy.
Tike the worker who rcfueges to join the usnion he remalns eutsiﬁe
of the ormanization with the hope of profitin- by the hizher
- prices 1t ectablishes, while avoiding hie share of the cost of
maintaining the orpanization, If all bueiness wen pulksued a

gimilar plan the regulation 5f any-inductry by weans of mono-
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polistic acesciation would be imposeible.

International cartels have acquired a greateyr lmport~
ance, particularly during the loegt decade, and may confidently
be expected t5 attain greater importance in the future. Parallel
with the establichment of int rnationsl cartels i {the develop-
ment ox larre inteinstional oonverne with thelr numerous Idreirn
branches, The¢e concorne may in their turn unite in international
cartels. In the cace of cartels based on division of territory,
which are the most comuwon form of intermational cartel, every
vountry rezerves 1ts own territory to itcelf. Cartels of this
type are escentially independent of national tariff systems, The
chief benefit [rsu the Intermational cartel consicte im the
limitation or prcevention of dumpinz, The cartels contribute noe-
thing however, towérd a more ritional divigion ol labour umdngv

>

Gifferent countries, Like the protection turiff fthey e.ert a con-

gervative influence in helping to pregcrve home industrics whether
or not guch industries can be conducted ag efficiently and econe
osmically in the country in guegstion as in other parts of the world,
The c¢nief danicr Ifrom the international cartel lies perhaps in the
geourity it zives tu the mational cartel when the latter geeks to
explolt its amonopsly pocitiom.

~The Swecicsh Matceh Truet reprecented a unigue example of
internatiosnal enterurice whivh contrslled the major part of the
worlde csupply of a houschold article of weneral consumption,.

1 :
The method ox organization of this internatiomal concern

1. Representative Internatisnal carteles, Combineg, snd 7ructs =-
Willisam P, Notz.
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was equally unigue. 4 psrent company Jdomicile. in Sweden, The

iveneké Tandetickefubrike A,B. formed the heart of & netwerk »sf
buse inegs interrelations world wide in extent. Throurh verious
holding companieg¢ thic concern contrslled absut 150 match face n
tories in &0 di-lerent countries.

The whole undertaking al o functioned uow

o
or trust, for numerous agreements covering such matters as pro=-
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duction, exports and
wilds within the larger orcponizg
A third fewture coneicted in the seouigitisn of Qons=

poly congesgiong for the productisn or sale sy matches in a uunber

ol csantries in return Lor rinenciol louns. Thig lotter phase of
ite businest activities vag porct ol @ polivy o7 eszancion along

vertical lines andé include. financial participetisn ln banks, real
ectate, and wining asxd meanufsciuring enicoorises. It was ecstinsted
that the c¢outine held an interoct in fzon 70-75 % of the tstai
world productisn of mutches gnd that it had finsnclal resouwrces
apprszimating 1,000,000, 000 fwe.ieh crowne {por value of krona =
26,8 conte).,

Prior to the World YWar the Swedich mateh industry was
deprendent upon Iorelsn csuntriee ts a very larze exient iox itw
gu ply of raw nmat riale, e&peuially aspen wood and chemicale,

puring the war, it becawme nccescary to develop domestic sources

upply of rav materialy, The orenada Svenske -q“é tickefabrike

&2
P
@

1

for inetance, built o plant of its oswn Dov maﬁuﬂuutusznq matceh

11y with the Jonkoping

96

machinery, also oy litbosraphin:, and, Jolr

X,
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1

concern, establishe electrochenical vorke., It alce acguired
estencive forest rightc and even purchased a wmajority of the
atock of a shipping c¢oncern.

Thie verticael expension continue €9 that the Swedieh
match induetry wae virtually independent of fovclign eupplies and,
besides, had almoet & monopoly in the manufacture 9f machinery for
nanufacturing watches,

The Forenads Svenska A.B. was organized by Ivar Kreuzar
in 1913, =2 écmhinétion of eight unafriliatec »lante, DHuring tho
var this caépany agcuired & gexries oi new lants snd in 1917
merged with the Jmkoping into the Svencks Tendstickefabricks A.B.
1t ultimately became the dominant concern in the match industry of
the world,

Kreuger next Iorme: a super hildinz Gompany, the 4.3.
Kreuger and Toll, Stockholnm, which had a controlling gtock interest

the earlier holding cvisupany, the Svenska 4,.B, ag well ag in -
numeroug other enter.rices of au internstional character, 1ﬁe1uaimg
fwedish power laonte Flnnieh congtruction csacerns, and largo rTeal-
egtate uwndertskinre,

In 1919 g subsidiary, The American Xreuzer and Toll Corp.,
wag forme., which éevclsyed into an extensive sales distrelbutlve
agency not only for Swedish matches, but aleo Lor various new
foreign specialitics, che@icéls, druse, and other baﬁuuu'” 68

cwedieh match manufacturerg consistently followed a

EN

thelr .

3.

policy of keeplng the foreign nmarketing of theilr producte in
own handg., In line witih this pslicy they elimincted the middle man

.3

and developed their oswn eales sryanizationg in forelon coustries,
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including India, where a epecially well organized eycton was
establiched. Congidcrable capital wag recuired for the sect-

inecs

f FZ

ting up of this marketing wachinery, but the resulting tu

:gan ion ig gaid to have fuily warranted this heavy investment.
The fwediceh matceh indusiry be an to penetrste foreipm

narkete and to acquire property cishts in foreizpn slante prior

t9 the World Wer. Ite rapid international empaneion, however,

fell mainly in the ycars iosll » the Tormation si the Svencgka
A.B. in-1917, Prisr to the wur the Swedes cated branch wlente

in England and Plrnlund,

The hietory of the =rowth of the match curtel ig filled
with & certaein ansunt of ronence; neny 23ds were cnuountered
and concuered with cesturee 8l chrewdnese and a grea% deal of dipew
Iomacy. iiowt of ite novers were tied up in its wowmopolistic
ys&itian in many countriocs dde to large lsane to the governments
of & purticular ¢nuntry. Yopping the whole institution sat
Ivar Xreugar--a matter mind; & suave and diplowmatlic ruler of o
giant concern, Vhen the world heard of Zreuger's guicide the
pregg displayed its notent power in moulding the public mind,
Kreuger was praiced and dabne in many tongues., The trusgt was
proven to be ar a bag of coveted sir--brecak the bag and the

oveted air becomes Just alr. Vhen Hreuger died, wmany Krewrer Toll

certificates beuamé Just papes certiilicates,

Let it never be gaid that Ivar Xreuger died "a wman un;

done", e was a reniug to have created a trust cortel of cuch

magnitude. Unconscioucly he left a sreat leseon hehind him.

=1
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Whether future governments, finanéiers and gtock certificate buyers
will have learned a lesson from his truete-ic yet to be seen. Either
Kreuger wae consclentiously too qmbitlau or conscientiously too

big & crook, However, it ig well for precent and future cartels

to glean correction from is errorsy 1o keep within their ephere

l")

nete. The eguccegs of cartels lice herein. It ig only when

=

of bus
businegs men expoce theuselves €0 toc mony cesuvalties, not within
their immediate line 9% busgineso, that such ruinoue mishape appear.
Heny people are inclined aliuys to gee the idea of
Qaulalluation in»the backgrouwnd of uwll meavurcs for the regulation

these

mu

of cartels and %ru:%s, The branchcs 5f industry in vhic

orzanizatione ully a large vole, are loake wupon &8 "ripe for

socialization”., It i¢ urged that they thould be tilten over by the .
gtate. Thouve who ftale Thig Jogition fail ar & rule t9 revognisge
thet thecze industries, with very {ew ewcepiiosng, ure unsuitable for

public operation. Masrxzts asgumption that the conpeltitive struzgle
lcade of necesggity to a growiung concentration of enterpriges and

to the exploitatisn »f the wassee by a few gurviving great businesges,
whigh would béve to be exprupriated by the state, has_ﬁet proved
itrelf valid. Indeed the tendency 9f the cartel iteeld is 1o pro-
vent the coupetitive strusale frow Sging ty the extreme azsumed ag
inevitsble by Herx, 4ind even the concern: and tructe will become
increasingly iuportant in the Juture., 7The curtels both national

and intern: tional, will long retain the gogition of wreatest cig~

nificance in world ocononmy.
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gathered strensth under the pressure of public sentimeni both the
Republican and Demscratic Partiesw-althou-h it wac recornized that
the campaizn would be fougzht out sn the turiff issue-=inserted anti
truetd ylank; in t?eir regpective presidential platforme in the con=-
ventions of 18238, fThig action later bore fruit in the passage of
the Sherman Antil Truct fct of 1890, In the mgantime the étmte
legiglature had not been idle. The lattor cizhties and early
nineties witneegge & flood of “tate Anti Pruet 1egig1aﬁiaﬁ, whelh
gvept %he,entiré couniry. ERancag, Hebracka, lUasine, Uichimn, ﬁarthr
Carolina, Iswa, Zentucky and Illinois were c¢oungpicuaus leaders in

the mivement. By 1894 the gtatute booske of about RO states showed

nother looking toward the oppre ssian of

‘u—f.

Lat

[
%—J

legis on of one Tind ox

trucgte, »sols, and osther combinations
) ¥ £ ¥

In effect the “herman Law declares t3 be illezal "Rvery
combination in restraint of trade” and it forbids wmonopolizing or
atteupting to wmonopolize any part of interstate or foreign comnerce

The wmoet common criticicsm of the Law in the begiluning wae

t
ficelly what is meant by restraint of

e
3
k

that it failed to define epec
trade and what, exactly, congtitutes a wmononoly. Thig was left to
the courts to decide. As a result of the changins attitudes of the
gourts, and in &ome cages, apparently, conflicting vpinion, buz iness
men have, gince the law was pacge., been more sr leeg uicertsin ag

t0 whether what they were doinr, or eontem lated doin=, was legal

1. The Independent, Peb, 1928, P. 114.
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or illegal. The law doeg not state the economic evils it wae de=
gizned to fortid, but it ie appﬁreﬁt that gpecifie evile were in
view and thst it wes aireefc againgt the opprecesion of sconsumers
by unduly hizh prices and of competitors by predatory and un-
gerupulous businesg methocs decigned to ruin them,

The feeling of wcertainty ag to whel cosuld be salely
done in the wéy of corsoliduting busineegs enterprices were en«
hanced by the deciglone of the lower uaurgE in the Awmerican To=

baceo Co. and the Stendard 0il Co. catee, which meve the Sherman
Act a woetl extreme interpretation. This staze in the sttitude of
the courts toward mergers ended, and the present era besan, with
the decicion of the Supreme Court on the appealed Tobaces and 01l

<
1

cagee in 1911, Althoush both cates were decided apminet the de

e
i

ety

ends

ant companics, the dosubtful issuves involved were g¢o clarvified by

the court that the business world felt a dictinct cense of relief.

Lepitimnte business, which had not known vhere it stood as rezards

merging, wag made to fecl fay nore fecure than before iy the light
the Geclurastion by the court of the principles involved.

In those caseg the “upreme Court srnounced the "rule of

; -

r agon” undey woiloch, in cousgidersatione haviny to do with the antis-

I

™

trust lawe, tusinece hag zince opeirate .

e

The three »rinciples invslved in the "rule of reason® are

[

well worthy of carefvld noting Ly businecs wmen.

e

1o That a coneolidation of competitores ic not of iteelf

necesgarily uclawful merely because it would clininate coupetition

y

mn

between the companles involved., Thig wva

$0 buginev:,

1. "The Anti Trust Lawg" » Ann. Am, Acad., May 1830 - P. 1.8,

01 the greateut 1myo=tanee
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giveas to the end of preventing freedism of tradinr, through making
it iaposeible, by falr wmeane or foul, for com etition to arice
and succeed in the face of monopoly.

Ae a matter of fict, there can be no doubt that the
ablest busines: men have lesrned that unfair, unescrupulous, and -
predatory attscks upon competition are nowhere nearly aes efiective
in making profits as skillful, ecomomical operation. It may be
tl:at bueiness wmen huve suddenly geen the light and become con=-
verted to a hi+h standard of bueinees ethice, or, as seemes more
likely, it may be merely enlishtene  celf-interest that dictates
todaye nolicies and methode. 4gailn, it ie comeidered appurent to
the thouzhtful observer that unethical practices are far more com=
mon in the emall tusiness thaa~in biz bucsiness.

Generally speaking, the courte seem t9 understand that
modern butinese mergers are most often forued for the sake of
realizing perfectly sroper aivantages, ucually in the way of
economics of production, distribution and adainistration, and that
these advantages are rececue not only to the benefit of the con=-
£olidatione bul to that of their employeee end customers = which
iz to guy the general public,

Canada aleo has a gpecific statute with relatisn to thise
eubjeqy, rimely a law known &€ the "Combinee Irvestigation Act%e
In defining what shall be decmed to comnetitute unlawful restrainte
0L trade, the Canscien law in langusze declares them to be unlawe
ful when they

"have operated or are likely to operate to the detriment



or against the interest of the public, whéther aon~
gsumere, producers or others”

It will thus be ceen that in Canada, just ag in Fagland

and Australis, the protection of the law ig given to the Common~ .
vealtih a¢ a whole and not merely 19 consumers, as in the United
States.
The fuct that the Canadien law i fhue interpreted is
s&swn in the proceedinge Lrouizht apgelnet the Winnipes Retall
Coal Tealers éES?Ui&tiaEsl It wag showvn in that cace that the

Iy By

wembere of the a:soseiation had entered into an agreement for the
purpose of maintaining the retail pricee of coal, im order to
prevent r&inste eoupetition whieh exieted in their industry. A4
dealer hed g0ld esel gt lege than the price fired by the Ac¢0C.,
whieh then taQE gteps to pr..ent the dealer fron obtainins further
gus plies of csal.
Ag a result of the inveetigation made in pursuance of
the Cenadian law, the agrcement mage bty the Zegsoc, wae decloved .
lawful uvpon the followins gprounds, |
“Haviﬁg regard to these-abu&es, which have been a real
menace to the coal trade and & lneg to producerg Tor
nany years, one can geareely find fasult with the ef~

forts of the ageociation, or others, o supprese guch

rr

activitlies, The ecmull gain to thosge which happened

1. " 4 Contract Betveen the Lutie-trust Lav
and of -the United “tates”¢ ~ The Annal

dganuary 19:£0, P, 138,

I1bid. ’

oo
[
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1
Mogul Steamship Case”, wherein a combinstion ol steamship agencies

was declared lawful.

fugtralia, on the other hand, hac a gpecilic ¢tatute,
nonely, "The Australian Industriece Prescrvation Act", This law
prohibits acte in restraint of trade only wheon they threaten the
existenée 01 Australilan industries. .

The Australian statute cent&inthhe SEPreSE st&tameﬁ%&
that action claime 10 be in restraint of trade ghall be declared .
to be restrainte of {rade only when they are "to the detriment of
the publie”, or when zuch &cfs are comnitted

*with intent to destroy or injure Ey means of unfeair
competition any Australisn industry, the preservation of which is
advantageous to the Commonwealth, having due rerard o the interesis
of producers, workersg and congsumers”,

In "Concentration of American Industry" Dr. Laidler pro=-
sente ug with & monograph whiuch, avay from other thinge, diecloges
that as gerious & bresch has boen produced in the anti-trucst lawe,

by the current ecconsulc folkwaye, as has lately sccurred, throuzh

the operation of gsaewhat wore comivial falkweys, in thesf:;i/’”m”/’»,‘“
hivition snendment., Jelther of thece majestic luwe etands—ab an

unsuraouniable dotercent to amevican citisens who have either co.ious
businecs or cerious Jdrinzing in hand.
While the ‘herman Act e£till standg on the gtatute books
Dr. Laidler adduces many examplce of moncyoly and near monspoly,.
The table below mives only a cample of the prevailing tendency.

1. Comparison of Jntlmbfufi lave, et¢., the Annals, 7. 129,
2, Ihid, P, 131. '
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Dr. Laidler has documented thie sorry state of af . airs
with adwirable induetry and thorouchness. It i a jﬁ&t and £itm
ting towmbetone to an era which has pasce:., Laisgez~faire, at-
tacked by the baceili of mergerse, interlséking directorates and
trade ascsocintione, ig at the point of degth, and it is about tine
we threw open the windowe and called honesgtly for the wmortician,
Free competition in the clacgical sense 1is moribund. A4s expressed
by Stuart Chasegl"let the wmerry wmergere nmerge and the trade acgos
elotione ory criminal. What dmerican industry needs above all else,
in my opinion, 1g co~ordination,=--an integration of supply to de=
wand, and en end to orucifying wastes and leakagee of free com-
petition, The wmore promptly a given industry actes ag an intelligent ‘
‘unit inctead of & wob of weniacs, the better I chall be pieaseﬁ,

Apd when it hés rationalized iteelf, I ghall be even wore pleacsed
if, like the railroads, it is declared to be "affected with a pubs
lie interest” and neatly taken under the win> of the zovernment,

One hundred percent msnapsliesAshaulﬁ hardly be pernmittes to go
their untram:eled way, bubt perhape all that we ultimate consumers
would neci %2 do u der the circumetances would be to collect ox=
cess profite under the income tax law. fTherc, thank God, 15 a
statute wade o7 gouething stouter than tizsue paper.”

| | The growing concentration of industry in Canada gs alen
gprarent. 4 few of the major industries are listed belsw.“ {figures
relating to years 1928=£9)

1, New Republic, Oct. 14/31 - P, 238 - "Hergers Preferred” .

Stuart Chasge.
2. Compiled by Prof, ¥X,.¥W. Tayloy, lcliaster ﬂﬂiversity,v
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Two per cent of all industrial plants enploy half ths wage earners,
In fngland, the United ttatez, France, Augtria, and many
other csuﬂtriés = gartels and gimilar aceociatione are forbidden
by law., In eome countries, however, the establichment of cartels
hag been occasionally encouraged by the rovernment iteelf, thwough
the forumation of cortain compulsory cartels., A compulsory cartel
was formed in the Geruan potash industry in 1910, and gimilar car=
tole were formed in many branchee of industry during the world war,
é.esmﬁulsory cartel wag organiszed by the Italian Government in the
Sigilian eulphur industry in 1906, and recently such cartels have
appéared-in nany other Italien industries. In a recent interviewl
with Hussolini, Emil Ludwig discloces the fact--Italy's dlctator
favours mergers and cartele to such s degree that he i seriously
thinking of compeliing such combinee as he geesg fit. Such cowm~
pulsory curtels have aleo appeared in Juselia, Opain, and_Rumania;
It is often preferred that & special administrative ore
gan ghould be cfeated, oy bureau or a regiestry for cartels to main-
tain a genersal cuperviciosn of their practices. This ig thouzrht
negesegary because tﬁese asgocistions prefer tos operate undcr souret

arranzemcents., o guch agency hag been created in any ruropean

1, The Detroit Times, Jan. 1/83.



@auatry except Norway. It hae been propoge. that a particular legal

form should be Ffé%@fibaﬁ for all cartels, but thie refor: hae nowhere

heeé-realizea, - In several countrice, partieularly:in the United
States, there have been exztensive public investig&%ﬁans 9f the pro=
blen of cértels and truets, Jicilar iﬂveecigatisnSAwere conducted
in Gernmany in 1805«06 and again in 1927, and in Auvetris in 1912,

The discussion of Induetrial Tntentec was very prominent
at the World Zoonomic Conference. It was generally conceded that
the protlen 9f handling aartelg.nationally and intcrnationally wae
very difficult but then a solution was negesgary eince it wag
generally conceded that the systenm of cartels was sound and a ses= .
grezation of detrimental from useful cartels wag necesecary. The
development of cartels wae recognized ag a forward step to
rﬁtianalizafiam}in industry and with this in view it was adapted 1
that an international executive be adopted to handle this ﬁrsblem.
Hatisnal cartels should be subservient to internatisnal laws %o
olfect a more Jjust distribution of merkets. The Conference deo=
cided thot it ir alwmost impoeeible to have a lespsl international
csuncil to supervise and regulari:ze international ontentes, but
did suggest that those couitriege who were directly affeete& by anyr
gingle entente should waerk in collaboration for a zeneral rational
goods It was extremely advisable-to have gome form of efievtive
control.

Combination elininatee duplication and the extravagance
of competition., It, however, cets up, u .der present conditions,
a gelfish, grasping uncongcionable despoticsm, ?he problen ie to

attain the benefite of the proble:r without itec evile., The solution

1. World Economic Conference, Vol. 11.
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of the problem liet in evolving the meane of preventing the des=
potism, Phat, in turn, rests upon the avoidance of the spoile-
thereof. Undeé the prevent cyctem the aﬁly aim 0f the pewxeong in
control of s monopoly is the greatecst profit possible; the least
~to be given, the moet to be taken, Prevent'the undue profit t§

thoge in control and the golution is worked sut,.

¥r. Copal Hintz offere a sslufian ag8 followes=

"Compel a very wide distribution of the gtozkzéf the
nonopoly cornoration by prohibiting any individusl, or zroup
of individuale Lfrom, either directly or indirectly, 9wning more
than a preccribed small percentame of the ¢ tock, and from holding
or exerciesing fhe voting power and other rights and benefits of
other than that percentage of the gtock. The percentage of the
gtock ¢ould be graduated in inverge propovtion to the magnitude
of the enterprize. et avide a gubetantial proportisn of the
stock for distribution {by zale) among the employees, esach to
hold a limlted number, €9 ag t9 zive them & direct interest in,
and a meacure 9or,control of the afleirs of the wonopoly. Limit
the remuneration of officers and persone in control, Prohibit
the eufting down o1 waiver, by contract or otherwise, of the fi-
duciary status and 9élig&tioné of the officers and directore to
the eosrporation,”

cuch an arrangement would result in & nore or less
public ownership of the monopolies. Thore is an automatic ten-
deney in that direction to-day; wmore and more peovple invect in -
corporate stockes and cecurities and there ig¢ thereby efiected a
more widespread éistribut13n~of uergorate ownership. Of course,

Mr, Mintz suggeete there would be abuseg:-

1. New Republie, "Trust Bueting”, Copsl Hintz, July 18/28, P, 288,



_ "No matter what restrictions will be impoged, horrwpt
individuale will find way: and means of agsrandizing themeelves
beyond the 1&wfu1 limite., The limitations upon the extent of the
gtock ownership will be vioslated throuzh gome underhand methods.
The designe and egchemings 9f the corrupt will be aided by the
apathy of the ¢tock=owning public. Perfection is not %o be ex-
pected; the search is not for perfevtion, but for iuprovement.”

Dean Wellace B. Donham of the Harvard Graduate Schopl
of Bueines¢ Administration, faye in hie admirable book, "Bugie
nees Adrift“, "The time has come, however, for a ¢omplete re-
appralsal of the attitude toward cowpetition which ig expreszed
in the Shermen Act and ites awmendments with their interpretations.
Great monopolies with uncontrollec discretion are certainly danger-
oug and no dewmocratic society is likely %9 allow thew. Neverthe=
logs the danrers of unbridled falr coupetition are jucst as great
and unfortwiately lack the popular appeal inherent in anti-nono-
polietic attacke. The nececssgity for some method of makiﬁg legal
agrcements which cen gtop cenmesclese competition with ite threat
to the stability of ectabliche. Industrial groupe and ite shock-
ing economic waetes ig beconing wmore and more appurent. In the
couree of working out sny such reapvraisal, legislation will be

geential.”

The 4nerican Rar Aggociation hae urged in two successive

years that the antistruet lavs hould be auended:

L

1, By vesting in an adminictrative agency power to approve

in advance restraint of ftrade contracte voluntarily submitted, and

£, Dy granting immu:iity t9 the partiec: thereto for acts done

in pursuance thereof during exictence of guch a proval.

oy
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_ The Committee on Commerce, which advocated these re=~
agmmendatians, pointed out that to aanfef gpecial autbhority up~
-on a boedy of men who in the course of time would become experts

in the intricacies of trade felations, would nat‘csneﬁitute’a
radical change in the Sherman Law and would "glve relief fram the
fearg and unaertaiﬁtiés which the present methode of enforcement
have imposed upon the business world". It was stated that the
pregent practices of the g§Verﬁment hinders businesg men from
entering into lawful contracts tending to restrain trade be=

cause of the fear that such sgreemente ultlwmately might be held té
be illeggl. |

2
Mr., Wornser glves ue an idea o

| R

the Jonmittec body.
~"Such a.comaission should ¥f sourse be chosen without

rogard to politice, if that be poesible, It should contain at

leagt one representative from labour, one reprecentative of capital,

ons representative of the philosophical and econsuic thought of.
the univereities, one 1éwyer and sne nerchant familiar with the
customs of Induetry. Five mewbers ghould prove ample, provided
the body waé pernitted ts enlarge iteelf by the employment of
exports in dealing with the problems of any particular indusitey.
709 large a conmuissgion night prove unwieldy, and thére would be
danger that its wmembers night be chosen without Enfficientrais~
crimination. The ealariece of such comaisgismers shsuld be not
less thaﬁ thoge paid to federal appelate judneeg., To urge that
guch a commisgion would plunge the government into businege is
sheer nemsénse, for it is bueinest wen who are urging that the

1. Wormeer « "Prankenstein Incorporated” =~ P. 221.
A Ibid - P, 223,




80.

ln&i;trnnt acte mmet be reviced, and if their sincerity be genulne,
there can be no objection to & revision whick will sefeguard the
interecte both of big buzinegs and of the consuming publie”,

"This ie an era of‘uase production, The 0ld days of un=-
reetricted competition among small uniis have largely disappeared,
probably never {o return. To geek t3 coerce their reoturn ic foole
ieh and futile. The tendency of the times 1= toward combinstion,

but the government nuct be sealous alwaye that FPrankenstein's

nighty monetere do not overwhelm their creator. To that end, theres

fore, scrutiny, investigation, regulation and supervision are
egvential, IHothinz in the lecsone of the paet would justiiy a be-
1ief that the povernament can dispenge with such conditions",
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Chapter V.

Canlus;on

Price competition is deeme ¢9o desiratle that anti-
trust legiclstion ic aimed principally at ite preceorvation, and
courts from time to time portray ite beneficient tendenciece.
Heverthelese the Feueralland most state legiclaturec prohibit
come form of price cutting involving dilscriminatiosn, and the
courts corndemn price competition indicative of irtentism to
acnopolize. Hxpenciture upon sales preesure ie nowhere pro=-
hibiteg by legzislstion and while generally accepted by the
conrte“it is doncdomned whnen it 1t belicved to be impelled by
wrong motivec.

However within recent yesrs the anti-trust laws of
geveral highly Incustrialized countries nave gone under con=-
gideraltle censure,

Presgident iHoocevelt hage suggested t9 businece leaders
a trade wheredy the anti=trust lawe would be modifie’ in return
for a gix hour day and Iive day week agreement.s

Bueginee¢ wen are talking it over. <Yhey want anti-
truet wmodification badly, worse than ever beiore. The propssél
ls decidedly atiractive. The price, at first inspection, does
not ceem e ceceive., It 1is thoroushly apureciated ales that if
this is a chance for wodification it ie the only sne. 4ny cacual
1. Clayton Act 1914, Zection 2. ,

2. UeSs v Quuker Qats C9., 232 Fed, 506; U.S. v American Tobacco

Coe, 221 U,S. 106.
3 Bueineee Week, Feb. 15/33, P. 3.
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canvagse of cenators yielde convincinz proof, that if a revicion -
of anti=trust lave were to be put through the next eeseion, the
reeult would be ctricter lawe not more lenient. Unlesgs the pro-
poegal bargein is <truck,

The evolution of ecsnomic doctrinee and practices is
2lowly but suvurely drawins ue nearer to a uore rational economrio
policy. Internationalism, thoush in ite infaney,.ie =zalning
gpeed, stride for etride with economic edvance. Unfortunately,
the world spaeemodically experiences cyclical rece.ciosne, and
there evolves a flurry o2f econonic nationalism., Tariffe gpring
up and the individual ststes try to outds each sther to become

gelf su

mn

taininz. Devactating experiencee 33 not ceem to benefit | « o
thece participgntinr nations, ever zrowing in economic ctatue,
and each succeedinz cycle becoiuee worse tian the ocne preceding.

It is really & question whether rationaliszation will *4
ever reach the sts~>e where the world will be lirked ac & univereal
brotherhood, where sne natiosn will irade and cooperate with
another in mutusl coosperation and advuntage. That ctaze muct be
built up ete: by cten; the spirit must take raot in each nation
firet,

Competition ag en organizin-, etimulatine und restraining
force has ceaced to operate over c¢zneiderable econosmic areas; and
over other large arcas operates in a hesitating and intermitiant
manner. The ldea is to zet control satisf ctory to all the forces
of econonic cociety, [t doee seem shameful thet in such a pro-
greceive aze as thig, sn nge thot offere ue comforte and luxuries
never before hesrd oi, &hould be &9 deceased with gerce sf economic -
disoréer. CSociety at large demands a& eolutiosn., Thy can Tive it to

them?
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Mr. Ordway Tead offers several propo:zitions:

(1} The free and unregulated rizht of individuale snd core

porations to set up in buciness without regpect to existing fa--
cilities ¥9o supply similay goode or services must be rezulated .
in the public interest. It should ke recosnized, however, that

thie princinle has to be'tempérea to allow for the experimental

development of new industries with new untected nroducts to meet
new demands and decires.

{2} Aleo, corporations doing an intevetate Lasinesg have

becone so dominant an instrument 27 economic enternrise that in

the interest of uniformity of rizhts and r@&g@nsibili%ies granted
and of acuountabllity for resulis and new securlty icsves, ¢one
form of Pe eral incsrosration cecwme cungmested from the demscratic
gtandwoint,

{3) The principle of veprezentation of different interecste, s
iong an accepted one in the adaniniztration of political aflaire,
is valid and requires Turthey and explicit ap lication in
economic affairs, The trau&leiwi?h arsup reprezentation as now
exenplifles in trade asencia%isné, labour unions, bodles of
coneumers, and 9o doxrth, is not the fact of organized effort.
‘It ie the favt °f u der cover el orts to secure gpecial privileges
without the checks of a frank belencinr of cleims with the othor
groupg affectec. Ve need not less grsu@'grgaﬁixatisﬁ in ecsnomic
life, but far more; but it nust be in fhe open and muct conceionely
bring together "all" the groups concerned in the ofifaire uwnder con-
gideration, with the consumer intereste woll 19 the fore.

1. The Annals, "What is a Democratic Approachk to Zeonomic Pro-
bleme", Mr. Ordwey 7ead, Jan, *38, P. 101.



(4) In the specific csndngt of induetries ang 39rpsratians »
thamselvés; we should, in pursuance sf democratic ende, utlliza |
the same principle of repreeentation of different interests, But
also we shodlé 20 fuftheé and create situationeg in which the | ’
working &taff become in fac% partners in the emtéryriaag Thig is s
raquired in the interest 92 high output no lese than of democrabic
intention, “he master-andssg ervant TGL4t§3ﬂ”ﬁlp wey ageasionallyg

under careful restrictions, be aemscraiicali“ comductei, But to

a

have the maetor—and-servant status the only hhdrduieki tic one in - o
industyry iv danzerous Lroa the long-range democratic standooint,
- Phere lg, of cour-e, no easy Lrrmula to apply here. 3Jut we are
committed to the building up somehow of methodls go that the re=

lation of wmunual and gentsl workers 9 the corporations in which

n

they work c¢hall be wmore cooperative and esgentially of a partner<
ghip charactor.

Thig doeg notl ﬂecessa?ily inply euployec eleetion of
foremen or wmanugzerg, o referenda by ewniployees on &ll hindeg sf
technicul or stafy probleme . Dut it does iwmly thal the legiti=«
webe dntereste of «lli the workers involved receive active cone
glderation in the ﬂetermin@tion of policvice relevant {0 their well’
beiﬁg; It aleo iopliceg that with & 1itile imugination we can adapt
the corporate Jrom ts "publie” uges in zueh a way ag o retain
gtandarde of elliciont operation and vigorous e;ceutivevlea&ership
without the onervating resull of dureaucrastic rouwtineering,

And there is one final progocition which cannot be longer

ignored,
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(5) since many economic lsgues rawify in vital ways into
international affaire and relatione, we £houvld be prepsred at once
to teke our place aflirmetively ag g natlon in gll internatiomnsl

which are hound to =

&

conclaves where political or econonic igsue

have repercusgion on the esconomic gtability of our own land are
teing eonesidered, The economic unit to-day ie¢ Tundamentally the {
workd, And no fdenscratic Sosuntrpy, however (eolf guflficient 1t
may conceive iteelf te be, can yo far in isslation and disrcgord
of other couwdtries, Thore may be 1ittle ope of arsesenment or
action at the latrrnotionel level fov ¢ me time s ¢ome, Dut to
refuse to participate le to refuse to help osurselves throush an
ignoring of Lorcer that may «fle.t us adverseliy hot vhich i-shd
he influcnced to affect ug favgéwahly,
£
7
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